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FINANCIAL  SERVICES  NEGOTIATIONS  UNDER 
THE  GENERAL  AGREEMENT  ON  TRADE  IN 
SERVICES  [GATS] 


THURSDAY,  JUNE  8,  1995 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 
The  Committee  met  at  10:08  a.m.,  in  room  SD-538  of  the  Dirk- 
sen  Senate  Office  Building,  Senator  Al  D'Amato  (Chairman  of  the 
Committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  D'AMATO 

The  Chairman.  The  hearing  will  come  to  order. 

The  Committee  is  pleased  to  welcome  the  Secretary  of  the  Treas- 
ury, Secretary  Rubin,  and  Mr.  Kantor,  our  Trade  Representative. 

The  General  Agreement  on  Trade  in  Services  [GATS]  negotia- 
tions are  entering  a  critical  and  conclusive  period  in  Geneva.  By 
next  Thursday,  each  country  in  the  World  Trade  Organization 
[WTO],  must  submit  its  final  financial  services  offers.  WTO  coun- 
tries will  have  until  June  30,  1995,  to  finalize  these  proposals.  By 
midnight,  June  30,  1995,  the  United  States  must  decide  whether 
to  sign  the  agreement  or  reject  it  by  retaining  its  Most-Favored- 
Nation  [MFN],  exemption. 

By  exercising  the  MFN  exemption,  we  would  be  free  to  negotiate 
separate  bilateral  trade  agreements  with  countries  willing  to  com- 
mit to  open  financial  markets. 

Throughout  the  financial  services  negotiations,  the  United 
States'  position  has  been,  and  must  continue  to  be,  that  foreign 
countries  must  tear  down  their  trade  barriers,  open  their  markets, 
and  level  the  playing  fields  for  the  United  States  businesses. 

Under  bipartisan  leadership  spanning  several  congresses,  this 
Committee  and  the  Full  Senate  have  acted  to  open  foreign  mar- 
kets. In  addition,  the  Committee  and  Full  Senate  have  approved 
fair  trade  and  financial  service  legislation,  which,  if  it  had  been 
acted,  would  have  given  U.S.  negotiators  important  tools  to  open 
foreign  financial  markets. 

Financial  services  negotiations  have  been  a  difficult  one  from  the 
outset.  In  1993,  the  United  States  wisely  retained  our  MFN  exemp- 
tion. Because  the  commitments  offered  by  other  countries  were  in- 
adequate, negotiations  were  extended  until  now.  These  actions  had 
my  full  support. 

(1) 


As  the  Administration  enters  this  final  round,  I  remain  ex- 
tremely concerned  about  the  U.S.  prospects  for  a  successful  agree- 
ment. 

In  the  event  we  do  not  get  a  market-opening  agreement,  we 
should  not  hesitate  to  retain  our  own  MFN  exemption.  To  do  other- 
wise would  be  to  allow  many  countries  to  prosper  from  their  unre- 
stricted access  to  our  open  markets,  while  obtaining  the  approval 
of  WTO  to  keep  their  markets  closed. 

The  WTO  framework  would  then  legalize  and  institutionalize  on 
a  multilateral  basis  a  trade  framework  that  restricts  the  ability  of 
U.S.  financial  firms  to  enter  foreign  markets  and  compete. 

This  would  be  unacceptable. 

Secretary  Rubin  and  Ambassador  Kantor,  I  cannot  emphasize 
enough  that  the  Administration  should  not  accept  any  offer  that 
would  continue  to  restrict  our  access  to  foreign  markets.  Under 
long-standing  principles  of  national  treatment,  our  markets  are 
open  to  foreign  financial  institutions. 

However,  as  several  Treasury  studies  document,  the  home  coun- 
tries of  many  foreign  firms  deny  national  treatment  to  U.S.  firms. 
I  strongly  believe  that  U.S.  companies  should  have  the  right  to 
compete  in  foreign  markets  on  a  level  playing  field. 

The  Treasury  Department's  recent  report  on  the  status  of  nego- 
tiations describes  the  absolute  lack  of  progress  from  the  U.S.  stand- 
point. 

For  example,  the  report  concludes  that  some  current  WTO  pro- 
posals would  actually  be  more  restrictive  for  the  U.S.  firms  than 
existing  bilateral  agreements. 

For  example,  this  past  February,  the  United  States  negotiated  a 
bilateral  agreement  with  Japan  that  allows  United  States  financial 
firms  to  participate  in  Japan's  $1  trillion  pension  fund  manage- 
ment market. 

Japan,  however,  did  not  include  this  provision  in  its  WTO  offer. 
If  the  WTO  offer  from  Japan  and  many  other  countries  are  not  sig- 
nificantly improved,  I  believe  that  the  United  States  is  left  with  no 
choice  but  to  take  our  MFN  exemption. 

There  must  be  no  confusion  about  U.S.  objectives  in  the  Geneva 
negotiations.  If  the  Administration  cannot  conclude  a  deal  that  is 
good  for  U.S.  firms  and  the  U.S.  economy,  it  will  have  my  full  sup- 
port to  exercise  our  right  to  take  any  MFN  exemption. 

On  the  other  hand,  this  Senator  will  be  extremely  vocal  and  criti- 
cal if  our  negotiators  return  from  Geneva  with  an  agreement  that 
concedes  and  perpetuates  existing  obstacles  to  fair  and  free  trade 
in  financial  services. 

I  look  forward  to  the  in-depth  testimony  from  our  witnesses 
today  on  GATS  financial  services  negotiations.  I'd  like  to  welcome 
our  Trade  Representative,  Mr.  Kantor,  and  Secretary  Rubin,  and 
say  to  them  that,  basically,  I  have  been  tremendously  encouraged 
by  the  Administration's  attempt  to  seek  fairness. 

And  if  anything,  I  want  you,  Mr.  Secretary,  and  you.  Ambassador 
Kantor,  to  know  that  we  are  committed  to  supporting  you  in  bring- 
ing home  an  agreement  that  is  fair  and  not  just  bringing  home  an 
agreement  for  the  sake  of  an  agreement,  especially  one  that  will 
perpetuate  unfair  practices  that  exist  now  and  in  some  cases,  make 
them  even  more  intolerable. 


_       3 

Senator  Sarbanes. 

OPENING  STATEMENT  OF  SENATOR  SARBANES 

Senator  Sarbanes.  Mr.  Chairman,  I  want  to  commend  you  and 
Senator  Bond,  the  chairman  of  the  International  Finance  Sub- 
committee, for  convening  this  oversight  hearing  on  the  financial 
services  negotiations  being  held  in  Geneva  under  the  auspices  of 
the  General  Agreement  on  Trade  in  Services,  [GATS]. 

The  outcome  of  these  negotiations,  a  matter  which  this  Commit- 
tee has  followed,  as  you  indicated,  closely  for  a  number  of  years  on 
a  bipartisan  basis,  is  very  important  to  the  U.S.  financial  services 
industry,  and  important  to  our  manufacturing  exporters  served  by 
that  industry. 

I'm  going  to  underscore  that  latter  point  later  in  my  statement 
because  we  sometimes  tend  to  overlook  it,  I  think,  in  considering 
this  issue. 

For  many  years,  it  has  been  the  policy  of  the  United  States  to 
provide  national  treatment  to  foreign  financial  firms  that  want  to 
enter  our  market.  This  has  been  done  for  much  of  this  time  regard- 
less of  foreign  barriers  to  entry  by  U.S.  firms. 

During  the  past  decade,  our  Government,  actively  aided  by  the 
financial  services  industry,  has  worked  to  open  foreign  financial 
markets. 

The  Uruguay  Round  of  the  GATT  negotiations,  which  began  in 
1986,  aimed  at  achieving  for  the  first  time  multilateral  standards 
for  open  trade  in  financial  services. 

Our  negotiators  sought  commitments  from  other  countries  that 
would  guarantee  substantially  full  market  access  and  national 
treatment  for  U.S.  financial  firms  in  foreign  markets. 

Unfortunately,  those  negotiations  ran  into  difficulties,  as  some  of 
our  trading  partners  with  the  most  restrictive  practices  in  financial 
services  were  reluctant  to  make  the  market-opening  commitments 
needed  to  bring  them  to  a  successful  conclusions. 

In  December  1993,  as  the  Uruguay  Round  concluded  in  Geneva, 
negotiators  agreed  to  include  financial  services  within  the  General 
Agreement  on  Trade  in  Services.  That  agreement  establishes  a 
multilateral  framework  of  principles  and  rules  for  trade  in  financial 
services,  including  the  principles  of  national  treatment  and  Most- 
Favored-Nation  status. 

However,  members  were  bound  by  these  principles  only  to  the 
extent  they  made  commitments  in  their  GATS  offers. 

Unfortunately,  and  I  underscore  that,  the  commitments  made  by 
many  countries  to  open  their  markets  to  U.S.  financial  institutions 
under  the  framework  were  far  less  than  had  been  hoped  for. 

As  a  result,  the  United  States,  as  it  was  legally  permitted  to  do, 
took  an  exemption  from  the  GATS  MFN  obligation  with  respect  to 
new  establishment  and  new  powers  for  foreign  financial  firms. 

The  purpose  of  taking  that  exemption  was  to  allow  our  Govern- 
ment to  be  able  to  differentiate  among  members  of  the  World  Trade 
Organization  in  regard  to  providing  their  firms  a  guarantee  they 
would  always  have  full  access  with  national  treatment  in  our  mar- 
ket. 


In  essence,  we  did  not  want  to  lock  our  market  open,  while  other 
countries  were  given  GATS  protection  to  be  able  to  continue  re- 
stricting access  to  their  markets. 

The  Uruguay  Round  final  agreement  provided  that  for  6  months 
after  the  GATS  went  into  effect,  countries  would  suspend  their 
MFN  exemption  and  continue  to  negotiate  to  achieve  acceptable 
commitments. 

Since  the  GATS  went  into  effect  on  January  1,  1995  that  6- 
month  period  ends  on  June  30,  1995,  and  the  Administration's  deci- 
sion on  whether  to  surrender  our  MFN  exemption  is  fast  approach- 
ing. 

Of  course,  that  underscores  the  timeliness  of  this  hearing. 

Most  observers,  including  many  who  have  worked  hard  to  make 
a  success  of  financial  service  negotiations,  for  instance,  the  Coali- 
tion of  Service  Industries  and  others  in  the  financial  sector,  take 
the  view  that  the  ofiers  on  the  table  for  many  important  emerging 
market  countries  do  not  justify  giving  up  our  MFN  exemption. 

As  the  Chairman  noted,  although  we  recently  reached  a  bilateral 
agreement  with  Japan  on  financial  services,  that  country  has  yet 
to  bind  its  bilateral  commitments  to  the  United  States  into  its  offer 
within  the  GATS. 

In  other  words,  we  achieved  a  bilateral  arrangement  with  them, 
but  they  have  been  unwilling  up  to  this  point  to  take  the  bilateral 
arrangement  and  encompass  it  within  their  offer  in  GATS. 

Its  failure  to  do  so  would  make  our  bilateral  agreement  unen- 
forceable. 

In  fact,  I  understand  the  Administration  is  now  pressing  very 
hard  as  we  move  into  the  last  few  weeks  of  this  negotiation.  It  may 
be  that  if  the  offers  in  the  current  negotiations  do  not  improve  dra- 
matically, the  Administration  will  want  to  work  with  this  Commit- 
tee and  the  Congress  in  enacting  the  Fair  Trade  in  Financial  Serv- 
ices Act,  which  our  members  have  supported  on  a  bipartisan  basis 
for  many  years  to  give  our  negotiators  new  leverage  to  open  foreign 
financial  markets. 

We've  moved  that  legislation  through  this  Committee  on  more 
than  one  occasion,  as  I  recall. 

The  Chairman.  We've  passed  it  at  least  twice,  on  a  bipartisan 
basis. 

Senator  Sarbanes.  Yes. 

The  Chairman.  I  think  it's  safe  to  say  that  if  the  Administration 
sees  the  impasse  that  some  of  us  do,  we  would  be  willing  to  move 
very  expeditiously  in  getting  that  right  out  and  passing  it. 

Senator  Sarbanes.  Finally,  let  me  come  back  to  the  issue  I 
raised  at  the  outset.  The  issue  of  opening  up  foreign  financial  mar- 
kets is  not  solely  important  to  our  financial  firms. 

Rufus  Yerxa,  the  former  deputy  U.S.  trade  representative,  in  a 
hearing  before  this  Committee,  made  the  following  statement  on 
this  question: 

It's  been  demonstrated  by  all  the  studies  we've  done  about  our  trade  relationships 
in  the  world,  that  there  is  a  clear  relationship  between  exports  and  finance  and  in- 
vestment. That  is,  where  we've  been  able  to  obtain  greater  access  to  investment 
markets,  and  to  markets  for  finance  and  financial  services,  we  have  also  expanded 
our  trade. 


These  issues  are  very  important  to  our  country.  I'm  pleased  to  note  that  the  Ad- 
ministration, in  its  April  30,  1995,  report  to  Congress  on  the  statxis  of  the  current 
negotiations,  stated,  and  I  quote: 

The  Administration  will  continue  to  consult  closely  both  with  industry  and  with 
the  Congress  during  the  2  months  remaining  for  the  negotiations.  In  particvilar,  the 
Administration  will  consult  prior  to  making  its  decision  as  to  whether  the  United 
States  should  accept  an  MFN  obligation  in  financial  services  in  the  GATS. 

This  hearing  is  designed  to  be  a  part  of  that  consultative  process 
and  I  welcome  Secretary  Rubin  and  Ambassador  Kantor,  And  they 
will  subsequently  be  followed  by  a  distinguished  panel  of  industry 
representatives. 

Thank  you  very  much,  Mr.  Chairman.  Again,  I  commend  you  and 
Senator  Bond  for  holding  this  hearing. 

The  Chairman.  Senator  Bond,  who  has  done  outstanding  work  in 
this  area.  I  want  to  congratulate  him  and  commend  him  and  his 
staff  for  the  outstanding  work  they  have  done,  not  only  this  year, 
but  over  the  years. 

Senator  Bond. 

OPENING  STATEMENT  OF  SENATOR  BOND 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman,  and  my 
thanks  to  you  for  your  leadership  in  this  area. 

And  I  might  say  to  our  Ranking  Member,  Senator  Sarbanes, 
much  of  the  progress  we  have  made  to  date  has  been  a  result  of 
this  good  bipartisan  working  effort.  And  we  particularly  appreciate 
the  leadership  that  you  have  shown. 

Let  me  welcome  Ambassador  Kantor,  Secretary  Rubin. 

The  purpose  of  today's  hearing  is  to  focus  attention  on  the  finan- 
cial services  trade  talks  currently  underway  in  Geneva,  and  sched- 
uled to  conclude  on  June  30,  1995. 

I  believe  these  talks  are  critical  because  they  have  a  direct  im- 
pact on  the  future  competitiveness  of  our  huge  financial  services  in- 
dustry and  because  they  set  the  stage  for  other  services  talks 
scheduled  to  conclude  next  year. 

Every  indication  that  we  have  as  of  today  is  that  the  talks  have, 
to  date,  failed  to  produce  adequate  progress. 

In  April,  Mr.  Secretary,  you  were  quoted  as  characterizing  the  of- 
fers as  ''disappointing,"  and  last  month,  Under  Secretary  Summers 
was  quoted  as  saying,  "We  have  not  yet  met  our  objectives." 

I  know  there  was  a  high-level  meeting  of  negotiators  in  Geneva 
yesterday  and  I'll  be  interested  to  hear  if  that  meeting,  or  other  de- 
velopments in  recent  days,  has  caused  you  to  change  your  view  of 
the  offers  now  on  the  table.  But  I  gather  from  the  written  state- 
ments, that  things  have  not  changed. 

I  will,  and  I  believe  this  Committee  will,  reserve  final  judgment 
until  we  hear  the  testimony  of  the  witnesses  this  morning.  How- 
ever, it  seems  clear  to  me  that  unless  there  is  tremendous  progress 
in  the  next  3  weeks,  a  prospect  which  does  not  seem  to  be  highly 
likely,  if  not  totally  impossible,  then  the  United  States  ought  to 
continue  its  Most-Favored-Nation  exemption  and  move  into  bilat- 
eral talks  with  individual  countries. 

There  are  simply  too  many  unacceptable  offers  on  the  table  for 
us  to  sign  a  bad  deal. 

Just  one  example  that  has  already  been  mentioned,  the  problem 
we  face  with  Japan.  Just  4  months  ago,  we  concluded  an  historic 


6 

bilateral  agreement  to  open  Japan's  financial  services  market  to 
participation  by  United  States  firms.  That  was  greeted  with  wide 
approbation  and  acclaim,  as  it  should  be.  It  seemed  like  the  oppor- 
tunity that  we  badly  needed  to  get  started  in  opening  up  financial 
services. 

Yet,  the  offer  Japan  has  put  on  the  table  in  Geneva  fails  to  bind 
them  to  those  same  commitments  which  they  made  just  4  months 
ago. 

As  I  understand  it,  if  we  accept  their  offer,  they  could  withdraw 
access  to  our  firms.  They  could  fail  to  live  up  to  the  obligations 
they  set  forth  in  the  bilateral  agreement.  And  because  we  failed  to 
bind  that  in  and  schedule  that  in  the  GTS,  we  would  have  no  legal 
recourse  to  get  them  to  fulfill  their  obligations  under  the  bilateral 
agreement. 

And  that's  nuts.  We  can't  take  that  kind  of  deal. 

I  know  our  allies  are  putting  pressure  on  us  to  sign  a  deal.  The 
word  has  gone  around  that  the  British  treasury  officials  flew  to 
Washington  last  month  to  pressure  us  into  signing  a  deal.  I  just 
wish  they  had  more  U.S.  airline  access  so  they  could  have  flown 
on  better  airlines  coming  into  the  United  States. 

We're  always  glad  to  have  them  visit,  anyhow. 

[Laughter.] 

But  I  have  no  doubt  that  the  World  Trade  Organization  officials 
and  your  counterparts  in  other  nations  are  probably  calling  to  urge 
you  to  sign  a  deal,  any  deal. 

Our  message  today  is,  and  I  think  it's  clear,  don't  let  them  play 
us  for  a  sucker.  If  it's  a  bad  deal,  don't  sign  it.  It's  as  simple  as 
that. 

I  really  believe  that  financial  services  represent  one  of  the  great- 
est potential  export  markets  the  United  States  will  have  in  the 
coming  century.  We're  far  ahead  of  most  of  the  rest  of  the  world 
in  developments  of  our  markets  and  new  financial  instruments. 

We've  made  our  mistakes.  We've  had  the  experience.  We're  ready 
to  move  on  and  offer  management,  new  services,  new  products  all 
across  the  world. 

We  have,  I  think,  a  potential  market  that  is  enormous.  Billions 
of  people  in  China,  India,  Indonesia,  Brazil,  and  other  nations,  who 
have  no  insurance,  who  have  not  invested  in  a  mutual  fund  or,  for 
that  matter,  who  do  not  even  have  a  savings  account,  could  be 
served  by  our  institutions. 

We  can  and  should  be  providing  them  with  those  services  as 
their  economies  develop  and  they  gain  the  financial  ability  to  save 
and  invest  their  money. 

Signing  a  bad  deal  in  Geneva  this  month  could  forever  foreclose 
our  ability  to  tap  those  markets.  That  would  mean  billions  of  dol- 
lars of  lost  business  to  U.S.  firms,  the  loss  of  thousands  and  thou- 
sands of  high-paying  jobs. 

Our  simple  message  is — if  it's  a  bad  one,  don't  do  it.  I  think  we're 
clear  on  that. 

We  appreciate  your  being  here  before  us  today.  Thank  you,  Mr. 
Chairman. 

The  Chairman.  Senator  Boxer. 


OPENING  STATEMENT  OF  SENATOR  BOXER 

Senator  Boxer.  Thank  you,  Mr.  Chairman. 

As  Senator  Bond's  Ranking  Member  on  International  Finance,  I 
am  very  pleased  that  we're  having  this  hearing  today. 

I  want  to  say  that  I  view  this  issue  as  my  colleagues  do,  as  ex- 
tremely important  to  this  country.  And  I  want  to  say  particularly 
important  to  my  State  of  32  million  people,  which,  in  itself,  would 
be  the  eighth  largest  country  in  the  world. 

So  what  you  do  here  is  so  important  to  us. 

Mr.  Chairman,  this  hearing  comes  3  weeks  before  the  end  of 
these  negotiations.  I  hope  that  these  hearings  will  help.  And  I  do 
want  to  say  that  the  timing  of  it  is  very  good  because  if  there  is 
a  signal  that  needs  to  be  sent  from  the  Congress,  let  it  go  forth 
from  this  Committee. 

I  think,  I  hope,  and  I  believe  that  we  will  be  united  in  this  mes- 
sage, which  is  that  we  want  to  make  sure  that  there  is  free  trade, 
but  it  has  to  be  so.  It  can't  be  one  way.  It  has  to  be  both  ways. 

And  if  it  isn't  truly  free,  then,  as  Senator  Bond  says,  there's 
nothing  that  forces  us  to  sign  such  an  unfair  agreement. 

Mr.  Chairman,  I  would  ask  unanimous  consent  that  my  full 
statement  be  printed  in  the  record  at  this  time,  and  I  would  just 
finish  by  making  a  couple  of  points. 

The  Chairman.  So  ordered. 

Senator  Boxer.  It's  my  understanding  that  we  have  bent  over 
backwards  in  many  ways,  that  we  have  given  some  of  these  coun- 
tries years  to  allow  us  to  get  access.  And  that  even  with  that,  we 
see  some  of  them  balking. 

So  I  think  that  we  have  been  more  than  fair.  I  hope  the  June 
30,  1995,  deadline  will  cause  them  to  change  their  mind  and  I 
would  state  that  I  fully  agree  with  Senator  Sarbanes  and  the 
Chairman  of  this  Committee,  that  I  think  we  could  turn  around 
some  legislation  in  a  very  quick  fashion,  working  with  the  Adminis- 
tration to  deal  with  this,  to  talk  about  reciprocity,  because,  in  fact, 
that's  what  free  trade  is  about. 

It's  about  reciprocity. 

And  I  look  forward  to  hearing  from  our  witnesses.  Thank  you, 
Mr.  Chairman. 

The  Chairman.  Senator  Shelby. 

OPENING  COMMENTS  OF  SENATOR  SHELBY 

Senator  Shelby.  Thank  you,  Mr.  Chairman. 

Good  morning  Ambassador  Kantor. 

I  have  a  few  observations  that  I'd  like  to  discuss  with  you. 

The  Chairman.  So  ordered. 

Senator  Shelby.  Ambassador  Kantor,  I  think  you  have  to  send 
more  than  a  signal,  and  you've  been  doing  that  lately,  and  I  com- 
mend you  for  that. 

You've  got  to  send  a  message  that  we're  looking  for  a  level  play- 
ing field  in  the  world,  that  we're  looking  for  open  markets  in  the 
world. 

I  know  that  you  and  Secretary  Rubin  are  working  in  that  direc- 
tion. But,  as  Secretary  Bond  has  emphasized,  you  can't  give  in  now. 
It  would  be  the  wrong  message  at  the  wrong  time  and  for  the 
wrong  reason.  And  we  all  know  that. 
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Some  observations,  and  I  wish  both  of  you  would  address  this, 
especially  you,  Mr,  Ambassador. 

What,  yes,  what,  is  responsible  for  the  unwillingness  of  many 
countries  to  make  liberalization  commitments?  Yes,  what  is  respon- 
sible there?  Constitutional  or  legislative  obstacles?  Is  that  it?  Philo- 
sophical obstacles?  Is  that  it?  Structural  problems  in  these  coiui- 
tries  with  the  agreement?  Or  lack  of  incentives?  Or  whatever? 

I  wish  you  would  address  that. 

And  who,  Mr.  Ambassador  and  Mr.  Secretary,  yes,  who,  who  has 
the  greatest  stake  in  the  success  of  the  WTO?  Developing  coun- 
tries? Developed  countries? 

What  is  our  stake  as  the  largest  Nation  in  the  world,  both  of 
manufactured  goods  and,  in  this  instance,  financial  services,  which 
are  very,  very  important. 

And  what  role  does  the  WTO  play?  Or  what  value  does  it  have? 
Yes,  what  value  does  it  have  if  it  fails  to  encourage  and  to  facilitate 
its  members  to  enter  into  binding,  reciprocal  agreements,  multilat- 
eral agreements? 

In  other  words,  if  it  can't  do  this,  why  is  it  here?  Why  is  it  nec- 
essary at  all? 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Faircloth. 

OPENING  STATEMENT  OF  SENATOR  FAIRCLOTH 

Senator  FAIRCLOTH.  Thank  you,  Mr.  Chairman,  and  Senator 
Bond,  for  arranging  and  having  this  meeting. 

Ambassador  Kantor,  I  haven't  spent  a  lot  of  my  time  in  the  last 
2^2  years  praising  President  Clinton's  Cabinet  members,  but  I 
think  you  have  done  an  excellent  job  and  am  proud  of  what  you've 
done. 

I  also,  Mr.  Chairman,  begin  to  question  my  position  on  this  thing 
because  I  find  myself  agreeing  with  Senator  Boxer  and  Senator 
Sarbanes. 

[Laughter.] 

So  I  must  need  to  rethink  it. 

[Laughter.] 

But  I  agree  that  if  we  can't  secure  open  markets  by  June  30, 
1995,  then  it's  time  to  stop  talking,  which  we've  been  doing  for 
years  now,  and  get  on  with  some  action. 

If  that  deadline  occurs  and  we  don't  have  an  agreement,  then  we 
need  to  pass  fair  trade  in  financial  services  in  the  Senate.  Chair- 
man Leach  has  already  introduced  the  bill  in  the  House,  and  that 
will  give  us  the  leverage  we  need  for  future  negotiations. 

And  finally,  I  want  to  follow  up  with  what  Senator  Bond  said. 
What  is  the  effect  of  the  United  States-Japanese  agreement?  And 
if  they  won't  agree  to  the  same  terms  under  GATT,  I  want  to  ask 
Mr.  Rubin  and  Ambassador  Kantor  about  the  value  of  that  agree- 
ment without  real  commitments  under  GATT. 

I  thank  you. 

The  Chairman.  Senator  Braun. 

OPENING  STATEMENT  OF  SENATOR  MOSELEY-BRAUN 

Senator  Moseley-Braun.  Thank  you  very  much,  Mr.  Chairman. 


At  the  outset,  I'd  like  to  welcome  the  witnesses.  I,  unlike  my  col- 
league, Senator  Faircloth,  have  spent  the  last  couple  of  years  prais- 
ing these  gentlemen  in  particular  in  their  role  in  terms  of  the  Ad- 
ministration, as  well  as  negotiations  with  our  trading  partners 
around  the  world. 

Mr.  Chairman,  I'd  like  to  thank  you  for  convening  this  hearing 
on  the  status  of  financial  services  negotiations  under  the  GATT. 

With  the  deadline  for  the  conclusion  of  the  negotiations  fast  ap- 
proaching, I  think  it  is  important  for  the  Senate  to  review  what 
progress  has  or  has  not  been  made  and  to  weigh  our  options  in 
light  of  the  conclusions  that  we  draw  from  that  review. 

I  applaud  the  Department  of  the  Treasury  for  the  work  that  it 
has  Clone  in  attempting  to  move  the  negotiations  along.  Treasury 
negotiators  have  been  tenacious,  steadfast  and  dedicated. 

I  also  want  to  praise  again  Ambassador  Kantor  for  the  exem- 
plary work  that  he  has  done  over  time  in  this  area. 

Unfortunately,  however,  I  think  that  all  of  us  share  a  disappoint- 
ment that  the  negotiations  have  not  progressed  further  than  they 
have  to  date. 

The  United  States  has  had  a  long  commitment  to  free  trade,  both 
in  trade  and  manufactured  goods  and  in  services.  We  have  gone 
well  beyond  the  verbal  commitment  to  free  trade.  Our  country  has 
the  most  open  and  accessible  markets  in  the  world. 

In  one  area  after  another,  even  with  no  reciprocal  action  from  a 
number  of  our  trading  partners,  the  United  States  has  dem- 
onstrated its  commitment  to  open  markets. 

I  share  that  fundamental  commitment  to  the  principle  of  free 
trade.  I  voted  both  for  the  NAFTA  as  well  as  the  GATT.  But  it  is 
worth  keeping  in  mind  that  trade,  by  definition,  involves  more  than 
one  country. 

The  United  States  cannot  liberalize  trade  by  itself.  Action  by  our 
trading  partners  is  also  needed. 

In  a  number  of  areas,  the  United  States  economy  generally,  and 
American  workers  in  particular,  have  paid  a  significant  price  be- 
cause foreign  countries,  instead  of  following  the  U.S.  lead  and 
opening  their  markets,  have  tried  to  pursue  a  kind  of  one-way  free 
trade  policy,  where  they  get  access  to  the  U.S.  markets,  while  pur- 
suing protectionist  policies  at  home. 

The  current  dispute  with  Japan  specifically  in  the  auto  parts 
market  illustrates  that  point  only  too  well. 

The  trade  liberalization  involves  much  more  than  trade  in  manu- 
factured goods.  It  is  also  increasingly  about  trade  in  services.  The 
service  sector  has  become  a  major  part  of  international  trade  and 
its  prominence  continues  to  grow. 

Moreover,  financial  services  represents  an  area  where  the  United 
States  is  clearly  the  world  leader  and  where  there  are  very  real 
and  very  important  opportunities  for  U.S.  banks,  insurance  compa- 
nies, securities  firms,  and  other  financial  firms  to  succeed  abroad 
because  of  their  competitive  advantages,  their  leadership,  and  con- 
tinued innovations. 

I  therefore  believe  it  is  very  important  that  the  current  negotia- 
tions succeed.  I  do  not  believe  that  the  financial  sector  should  come 
under  the  GATT  unless  these  negotiations  do  succeed.  I  would 
much  prefer  to  proceed  multilaterally  under  the  GATT.  But  if  that 
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is  not  possible,  I  think  the  United  States  must  be  prepared  to  ex- 
empt itself  from  the  Most-Favored-Nation  requirements  and  to 
move  to  bilateral  negotiations. 

I  look  forward,  Mr.  Chairman,  to  hearing  Secretary  Rubin  and 
Ambassador  Kantor's  views  on  those  negotiations  and  on  the  U.S. 
options  if  the  multilateral  negotiations  cannot  be  successfully  con- 
cluded within  the  time  allowed. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Secretary  and  Mr.  Ambassador,  it's  probably 
the  best  bipartisan  greeting  that  you've  had  or  will  ever  get. 

[Laughter.] 

Especially  with  Senator  Faircloth.  That's  amazing. 

[Laughter.] 

With  that,  Mr.  Secretary,  we'd  love  to  hear  you. 

STATEMENT  OF  ROBERT  E.  RUBIN,  SECRETARY,  U.S. 
DEPARTMENT  OF  THE  TREASURY 

Secretary  RUBIN.  Mr.  Chairman,  thank  you. 

It  does  sound  as  if  the  Members  of  the  Committee  tend  to  have 
a  point  of  view. 

[Laughter.] 

And  speaking  for  myself,  but  I'm  sure  Ambassador  Kantor  would 
agree,  I  think  there's  very  little  that  you  all  have  said  that  we 
would  probably  not  agree  with. 

Or  to  put  it  differently,  I  think  you  all  have  expressed  a  perspec- 
tive that  we  probably  in  large  measure  share.  But  in  the  final  anal- 
ysis, there's  going  to  have  to  be  a  weighing  and  a  balancing  to  de- 
termine whether  the  interests  of  the  country  are  served  or  not 
served  by  incurring  the  obligation  under  MFN. 

We  are  working  through  the  talks  in  Geneva,  as  well  as  high- 
level  meetings  around  the  world,  to  try  to  accomplish  the  objectives 
that  you  mandated  in  the  financial  services  area. 

And  as  you  know,  our  goal  is  to  obtain  commitments  from  the 
key  developed  and  developing  countries  to  open  their  markets  to 
our  financial  services  firms  and  to  treat  our  firms  as  well  as  they 
treat  their  own. 

Specifically,  we  want  these  key  countries  to  commit  through  the 
GATS  to  provide  our  firms  substantially  full  access  to  their  mar- 
kets, and  national  treatment  in  those  markets,  within  some  defined 
time  period. 

Mr.  Chairman,  offers  now  on  the  table  remain  inadequate.  In 
order  for  the  United  States  to  accept  an  MFN  obligation,  other 
countries  must  make  commitments  to  maintain  our  firms'  current 
access,  extend  national  treatment  to  United  States  and  other  for- 
eign firms,  and  remove  serious  impediments  to  access. 

There  are  two  chief  reasons  why  we  have  placed  so  much  empha- 
sis on  financial  services.  One  is  a  reason  that  many  of  you  have  al- 
luded to — to  help  the  United  States  economy,  and  to  advance  the 
interests  of  our  financial  services  industry,  because  we  have  the 
most  competitive  financial  services  firms  in  the  world.  And  the 
other  is  to  advance  the  world's  interest  in  the  development  of  inter- 
national capital  markets. 

The  written  version  of  this  testimony  was  submitted  to  the  Com- 
mittee and  discusses  both  these  issues  at  length. 
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As  several  of  you  have  said,  the  talks  now  underway  began,  or 
were  completed,  rather,  in  December,  1993.  As  you  know,  we  en- 
tered the  Uruguay  Round  seeking  to  level  the  financial  services 
playing  field. 

We  agree  with  you.  Senator  Moseley-Braun,  that  we  are  strong 
proponents  of  free  trade,  but  we  believe  free  trade  has  to  be  two- 
way. 

In  December  1993,  a  few  parties  to  the  negotiations  made  offers 
that  would  have  provided  what  we  were  seeking.  However,  many 
offers  were  not  satisfactory  with  respect  to  market  access  and  na- 
tional commitments. 

In  the  end,  we  could  not  commit  ourselves  to  granting  essentially 
full  market  access  and  national  treatment  to  firms  from  other 
countries  that  would  not  open  their  markets  to  our  firms  and  com- 
mit to  keeping  them  open. 

We  have,  as  several  of  you  have  said,  reached  an  interim  agree- 
ment. The  United  States  and  others  took  a  broad  exemption  to  the 
GATS  Most-Favored-Nation  obligation.  However,  we  agreed  to  sus- 
pend the  exemption  for  the  6  months  that  will  end  on  June  30, 
1995. 

Treasury  and  USTR  officials  have  held  several  rounds  of  negotia- 
tions with  WTO  members  over  the  past  16  months.  In  addition, 
top-level  officials  from  Treasury  and  USTR  have  met  with  many  of 
their  foreign  counterparts  to  stress  our  concerns. 

In  every  meeting  I  have  had,  every  bilateral  meeting  I  have  had 
with  finance  ministers  from  appropriate  other  countries,  I  have 
raised  these  issues. 

Realizing  that  financial  market  liberalization  takes  time  in  de- 
veloping countries,  we  have  told  our  negotiating  partners  they  may 
offer  to  implement  market  opening  commitments  over  a  transi- 
tional phase,  so  long  as  there  is  a  time  certain  by  which  that  tran- 
sitional phase  would  end. 

We  have  made  some  headway. 

Chairman  D'Amato  and  Senator  Sarbanes  referred  to  the  Japa- 
nese bilateral  financial  services  agreement  on  banking  and  securi- 
ties negotiated  by  Treasury  and  on  insurance  negotiated  by  the 
USTR  earlier  this  year. 

We  believe  that  was  a  significant  accomplishment.  We've  already 
briefed  Congress  on  the  scope  of  those  important  agreements. 

However,  as  you  have  observed,  while  Japan  has  pledged  to  bind 
the  benefits  that  we  have  received  in  our  agreements  in  its  GATS 
schedule,  that  has  not  yet  in  large  measure  been  accomplished. 

In  our  view,  it  is  exceedingly  important  for  Japan  to  do  so,  and 
therefore,  subject  its  commitments  to  WTO  discipline. 

Negotiations  with  other  WTO  members  have  intensified  since  we 
reached  our  agreements  with  Japan.  Bilateral  and  multilateral 
talks  were  held  in  Geneva  over  the  week  of  March  27,  1995.  On 
my  mid-April  trip  to  Asia  for  the  APEC  finance  ministers  meeting, 
and  my  trip  to  India,  I  met  with  several  finance  ministry  col- 
leagues and  in  each  meeting,  stressed  the  importance  of  this  issue 
to  the  United  States. 

Our  negotiators  are  in  Geneva  at  this  very  moment  hammering 
away  to  obtain  our  objectives. 
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We  have  made  some  progress  with  other  WTO  members.  Argen- 
tina, the  then  12-member  European  Union,  New  Zealand  and  Swit- 
zerland, all  offered  substantially  full  market  access  and  national 
treatment  in  banking  and  securities  in  their  December,  1993  offers. 
Since  then,  Norway  and  South  Africa  have  come  forward  with  simi- 
lar, high-quality  commitments. 

Moreover,  Austria,  Finland  and  Sweden  have  joined  the  EU  and 
would  be  covered  by  the  Union's  very  good  schedule. 

A  number  of  other  countries'  offers  have  improved  somewhat 
since  December,  1993,  although  problems  remain  with  them. 

I  was  called  this  morning  by  our  negotiator  in  Geneva,  who  said 
he  continues  to  make  progress,  but  that  based  on  what  we  have  on 
the  table  as  of  this  morning,  he  would  still  not  recommend  that  we 
undertake  an  obligation  under  MFN. 

Some  offers,  Mr.  Chairman,  even  stop  short  of  protecting  the  cur- 
rent rights  of  firms  already  established  in  a  market. 

I  strongly  hope  that  other  countries'  offers  will  improve  to  the 
point  where  we  can  wholeheartedly  enter  into  an  agreement  and 
accept  an  MFN  obligation. 

But  as  all  of  you  have  said,  that  has  to  be  an  obligation  that 
serves  the  best  economic  interests  of  the  United  States. 

The  decision  to  accept  or  refuse  will  be  a  difficult  one.  The  bene- 
fits of  accepting  an  MFN  obligation  could  be  substantial,  and  I 
think  it's  important  that  they  be  appropriately  focused  on. 

Countries  which  have  made  attractive  market-opening  commit- 
ments would  bind  those  commitments  through  the  GATS.  For  the 
first  time,  the  key  markets  in  the  financial  services  industry,  such 
as  those  of  the  European  Union  and  Japan,  assuming  Japan  sched- 
ules, would  bind  their  open  market  practices  within  the  GATS. 

That  is  an  important  accomplishment. 

The  World  Trade  Organization  would  give  us  a  ready  means  for 
enforcing  those  commitments.  Our  financial  firms  would  face  a 
more  certain  and  predictable  international  environment  and  there- 
fore could  invest  with  greater  certainty. 

But  there  would  be  a  serious  downside  to  our  irrevocably  accept- 
ing an  MFN  obligation,  assuming  that  commercially  significant 
countries  continued  to  retain  restrictions  against  foreign  firms.  And 
that  is  the  problem  that  many  of  you  have  alluded  to. 

GATS  Most-Favored-Nation  rules  would  not  allow  us  to  treat 
countries  which  do  not  open  their  markets  to  us  any  differently 
from  those  that  do.  All  WTO  members  would  be  entitled  to  full- 
market  access  and  national  treatment  in  the  United  States. 

In  other  words,  the  few  closed  markets  would  be  able  to  free-ride 
on  the  agreement  we  reach.  We  would  lose  the  leverage  we  now 
have  to  open  markets  by  taking  other  countries'  practices  into  ac- 
count when  their  firms  apply  to  do  business  here. 

It  could  be  similarly  detrimental  to  accept  an  irrevocable  MFN 
obligation  while  there  are  key  markets  which  refuse  to  commit 
themselves  to  protecting  the  rights  of  U.S.  firms  already  estab- 
lished, an  issue  I've  already  alluded  to.  If  these  countries  decide  to 
backtrack  and  place  restrictions  on  established  foreign  firms,  we 
could  find  ourselves  with  no  means  to  respond. 

To  conclude,  we  will  await  the  last  offers  made  by  WTO  member 
countries.  Then  we  will  carefully  consider  the  extent  to  which  coun- 
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tries  have  pledged  to  open  their  markets  to  our  firms.  And  we  will 
make  a  carefully  considered  judgment  as  to  what  set  of  trade-offs 
would  cause  us  to  incur  an  obligation  under  MFN,  and  that  judg- 
ment will  be  made  solely  in  terms  of  what  we  believe  to  be  in  the 
best  economic  interest  of  the  United  States. 

We  will  consult  closely  with  this  Committee,  with  Congress,  and 
with  the  United  States  financial  services  industry  in  making  our 
decisions,  as  we  have  all  along. 

Let  me  assure  you,  Treasury  will  do  all  that  it  can  over  the  next 
few  weeks  to  try  to  win  a  satisfactory  agreement  for  our  financial 
services  firms.  Our  firms  are  superb  competitors,  and  should  have 
the  right  to  compete  world-wide. 

That  is  our  goal.  We  will  settle  for  nothing  less. 

Mr.  Chairman,  I  thank  you. 

The  Chairman.  Thank  you,  Mr.  Secretary. 

Ambassador  Kantor. 

STATEMENT  OF  MICHAEL  KANTOR,  UNITED  STATES  TRADE 
REPRESENTATIVE 

Mr.  Kantor.  Thank  you  very  much,  Mr.  Chairman,  and  to  the 
Committee. 

First  of  all,  I'm  delighted  that  Senator  Shelby  has  promoted  my 
old  Softball  teammate.  Senator  Bond,  to  Secretary  Bond.  We  wel- 
come him  to  the  Administration. 

[Laughter.] 

Senator  Shelby.  Well,  it's  in  the  future.  Somewhere. 

[Laughter.] 

Mr.  Kantor.  And  given  the  bipartisanship  Senator  Faircloth  has 
shown  this  morning,  I  think  it  all  fits  together  quite  well. 

We're  delighted. 

[Laughter.] 

We're  at  a  critical  juncture,  so  we  appreciate,  Mr.  Chairman, 
your  holding  this  hearing.  It's  important  for  us  to  hear  from  you 
and  hopefully,  we  can  be  helpful  to  you  in  your  deliberations. 

It's  also  important  that  we  show,  I  thirJc,  solidarity  as  we  move 
forward. 

This  Committee  has  always  shown  an  active  interest  in  this  area 
and  in  fact,  the  Statement  of  Administrative  Action  under  the  Uru- 
guay Round  reflects  your  concerns,  the  concern  of  this  Committee 
and  the  Congress,  that  we  come  back  with  a  strong  package  of  com- 
mitments. 

And  we  are  dead  serious  about  that. 

If  I  might,  I'd  like  to  truncate  my  remarks  and  ask,  with  the 
Committee's  permission,  to  have  the  full  statement  printed  in  the 
record. 

The  Chairman.  So  ordered. 

Mr.  Kantor.  Thank  you,  sir. 

We  agreed  at  the  conclusion  of  the  Uruguay  Round  to  extend 
these  negotiations  in  several  areas,  including,  as  you  know,  finan- 
cial services,  with  the  very  specific  objective  of  improving  the  level 
of  commitments  countries  should  make  in  these  sectors. 

We  were  prepared  to  exempt  insurance,  which  is  under  the  juris- 
diction of  tJSTR,  from  the  Most-Favored-Nation  obligation  at  the 
conclusion  of  the  round,  principally  because  the  binding  of  our  own 
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comparatively  liberal  regime — I  might  note  that  we  have  insurance 
companies  operating  here  from  29  countries,  400  foreign  insurance 
companies.  11  percent  of  the  U.S.  market  in  insurance  is  in  foreign 
firms.  It's  one  of  the  more  liberal  markets  in  the  world. 

It  is  the  largest  market  in  the  world  at  $600  billion.  So  we  can 
be  quite  proud  of  what  we  have  done  in  this  area. 

But  principally  because  we  were  binding  our  own  comparatively 
liberal  regime,  we  would  present  serious  free-rider  problems  if  we 
did  not  begin  to  act  in  a  way  that  required,  as  you  put  it,  a  level 
playing  field. 

This  was  true  especially  when  compared  with  countries  whose 
level  of  commitment  simply  did  not  provide  substantive  market  ac- 
cess. 

A  critical  element  of  President  Clinton's  trade  policy  has  been 
from  day  one  that  people  should  play  by  the  same  rules.  The  Uru- 
guay Round  was  called  a  single  undertaking  for  one  simple  rea- 
son— everyone,  after  some  transition,  was  to  play  by  the  same 
rules. 

The  NAFTA  had  the  same  provisions.  Every  trade  agreement  we 
have  entered  into  on  a  regional  or  multilateral  basis  since  we've 
been  in  office,  and  many  by  the  Republican  administrations  that 
preceded  us,  were  on  that  basis. 

It's  time  that  we  all  undertake  the  same  obligations  to  each 
other.  We  can  no  longer  afford  to  maintain  the  most  open,  largest 
market  in  the  world,  while  others  continue  to  close  their  markets 
to  our  goods  and  services  and  therefore,  create  the  free-rider  prob- 
lem which  I  noted  before. 

I  might  note,  in  the  old  General  Agreement  on  Tariff's  and  Trade, 
there  were  six  different  codes  that  made  up  that  agreement.  No 
less  than  27,  but  not  more  than  45  countries,  ever  signed  those 
agreements. 

So  for  the  other  approximately  90  countries  in  the  General 
Agreement  on  Tariffs  and  Trade,  they  were  free-riders  for  47  years. 

An  impartial  answer,  Senator  Shelby,  to  your  question,  that  is 
one  of  the  major  benefits  of  the  World  Trade  Organization  of  the 
Uruguay  Round.  After  a  phase-in,  in  some  cases,  it's  5  years  and 
in  some  limited  areas  up  to  10  years — we  will  all  play  by  the  same 
rules. 

That's  an  enormous  step  forward.  All  123  countries. 

So,  to  some  degree,  we  get  rid  of  the  free-rider  problem.  But 
that's,  of  course,  the  subject  of  this  hearing  today,  and  that's  the 
subject  of  why  we're  discussing  this  taking  of  an  MFN  exemption 
if  we  don't  have  appropriate  commitments  on  the  part  of  other 
countries  in  financial  services  and  insurance. 

Senator  Shelby.  Mr.  Ambassador,  would  you  elaborate?  Why  the 
phase-in  in  5  years? 

Mr.  Kantor.  I  think  there  has  to  be  a  realistic  view.  There  are 
certain  developing  countries  whose,  frankly,  their  regimes  and 
their  economies  aren't  able  immediately  to  take  on  the  same  obliga- 
tions as  developed  countries. 

I  think  that's  a  matter  of  reality,  not  a  matter  of  negotiation. 

And  we  found  that — three  administrations,  the  Reagan  Adminis- 
tration, the  Bush  Administration,  the  Clinton  Administration — that 
it  made  sense,  that  after  47  years,  we  could  wait  5  years  to  have 
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everyone  play  by  the  same  rules  because,  frankly,  U.S.  financial 
services  companies  as  well  as  U.S.  goods  and  services  companies  in 
all  other  sectors,  are  competitive. 

All  we're  asking  for  is  the  level  playing  field  that  was  referred 
to  before. 

However,  despite  the  best  efforts  of  our  negotiators,  I  must  re- 
port we  have  not  reached  acceptable  levels  of  commitments  from 
key  developing  countries,  whose  markets  are  not  fully  open  due  to 
numerous  regulatory  restrictions.  This  is  particularly  unfortunate 
because  these  are  the  very  markets  that  can  profit  from  the  most 
dynamic  and  competitive  financial  marketplace  in  the  world,  which 
is  the  United  States  and  our  companies. 

It's  not  an  exaggeration  to  say  that  U.S.  insurance  companies  are 
the  most  competitive  in  the  world.  They  have  strong  capital  bases. 
They  have  the  innovation  and  technology  to  assess  risks.  They 
have  the  capacity  to  write  policies  for  those  who  otherwise  could 
not  receive  similar  services  for  their  more  restrictive  domestic  envi- 
ronment. 

Globally,  competitive  financial  services  lower  interest  rates,  in- 
crease productivity,  and  improve  the  security  of  individual  lives. 

These  are  the  building  blocks  of  building  your  economy.  And 
frankly,  as  we  know  that  roads  or  bridges  or  highways  or  rail  or 
airports  are  part  of  infrastructure,  financial  services  is  a  key  part 
of  infrastructure  in  order  to  build  a  modern  economy. 

So  this  is  not  only  good  for  the  United  States.  It's  good  for  these 
developing  countries  as  well. 

Thus,  let  me  say  it's  somewhat  frustrating  that  developing  coun- 
tries seem  to  have  the  greatest  difficulty  making  commitments  in 
the  WTO,  particularly  because  these  commitments  are  in  their  in- 
terest. 

In  the  final  weeks  of  negotiation,  you  can  be  assured  we  will  use 
all  of  our  skills  in  bringing  about  improvements  in  commitments  to 
insurance. 

We  will  continue  to  consult  closely  with  the  Congress  and  the 
private  sector. 

Then,  before  the  end  of  this  month,  we  need  to  examine  whether 
adequate  progress  has  indeed  been  made.  If  it  has  not,  then,  with 
regard  to  the  insurance  sector,  we  may  find  ourselves  where  we 
were  in  December,  1993,  with  regard  to  the  banking  and  securities 
sectors. 

At  that  time,  I  had  but  no  choice,  working  closely  then  with  Sec- 
retary Bentsen  and  his  team,  now  with  Secretary  Rubin,  to  rec- 
ommend to  President  Clinton  that  we  take  an  exemption  to  the 
Most-Favored-Nation  provision  of  the  agreement  with  regard  to 
banking  and  securities. 

I  can  assure  you  that  this  will  not  be  a  popular  decision  in  Gene- 
va if  we  have  to  do  that.  Indeed,  we  have  been  warned  by  a  num- 
ber of  countries  that  to  take  this  action  will  undermine  the  services 
provisions  of  the  WTO,  since  other  countries  are  likely  to  follow  our 
actions. 

Clearly,  our  objective  in  these  extended  negotiations  on  financial 
services  is  to  make  the  WTO  a  meaningful  instrument  in  the  liber- 
alization of  trade  in  services.  The  WTO  can  only  be  effective  if  all 
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countries  recognize  the  need  to  pay  into  the  organization  through 
commitments  in  trade  Uberalization. 

The  WTO  must  provide  real  opening.  This  is  our  unequivocal 
message  in  the  financial  services  negotiations. 

Thank  you  again,  Mr.  Chairman,  and  Members  of  the  Commit- 
tee, for  your  kindnesses  for  holding  today's  timely  hearing. 

U.S.  insurance  companies  are  the  most  competitive  in  the  world 
and  deserve  access  to  foreign  markets. 

And  I'd  like  to  say,  in  conclusion.  Secretary  Rubin,  Larry  Sum- 
mers, Jeff  Schaefer,  Bill  Baerveda,  and  their  team,  have  provided 
magnificent  service  to  this  country  in  these  negotiations,  and  I  am 
deeply  grateful  for  their  willingness  and  ability  and  help  in  work- 
ing with  us  as  we  have  tried  to  gain  these  commitments. 

We're  going  to  have  a  very  tough  3  weeks. 

Mr.  Chairman,  I  thank  you  for  holding  this  hearing.  It  couldn't 
be  more  timely.  And  we  look  forward  to  coming  back  maybe  at  your 
call,  hopefully,  maybe  in  Executive  Session  later  this  month,  where 
we  can  be  even  more  explicit  about  individual  countries  and  indi- 
vidual negotiations. 

The  Chairman.  Well,  let  me  say,  Mr.  Ambassador  and  Mr.  Sec- 
retary, that  I  am  greatly  encouraged  by  the  cooperative  attitude 
that  you  have  had  and  have  demonstrated  in  terms  of  keeping  us 
informed  and  working  with  us,  and  in  your  position  and  your  goals. 

I  hope  that  we're  careful  on  the  business  of  a  phase-in  over  a  5- 
year  period  of  time.  And  I  understand  that's  not  a  blanket  phase- 
in.  I  would  hate  to  see  that  become  nothing  more  than  a  5-year 
pass  in  understanding  some  of  the  reluctance  that  we  have  had 
and  have  seen  and  have  demonstrated. 

I  won't  be  specific.  But  I  tell  you  that  when  the  chairman  of  the 
board  of  one  of  our  top  financial  institutions  tells  me  that  after  20- 
plus  years  and  investments  of  hundreds  of  millions  of  dollars,  that 
they  have  been  trifled  with  in  terms  of  access  to  markets  abroad, 
and  one  country  in  particular. 

I'm  not  going  to  mention  it  because  they'll  say,  you're  bashing. 
I  don't  mean  to  be  bashing. 

They  are  now  in  the  position  where  they  are  coming  forth  and 
saying,  we're  going  to  fight.  When  you  have  great  institutions  who 
have  opened  markets  throughout  the  world,  and  where  their  prod- 
uct are  sought,  and  they  are  systematically  excluded  again  from 
this  giant  marketplace  by  all  kinds  of  devices,  I  would  just  simply 
say,  don't  allow  the  phase-in  to  become  a  5-year  pass. 

Understand  that  we  are  committed  to  working  with  you.  This  is 
an  area  where  we  can  show  the  American  people  that,  regardless 
of  political  philosophy,  we  can  really  come  together  to  do  their  busi- 
ness and  to  seek  fairness. 

I'd  just  suggest  that  to  you. 

Senator  Bond. 

Senator  Moseley-Braun.  Mr.  Chairman. 

The  Chairman.  Yes. 

Senator  Moseley-Braun.  Before  we  go  to  Senator  Bond,  if  you 
don't  mind,  I  have  to  go  to  the  Finance  Committee.  I  just  wanted 
to  thank  you,  Mr.  Chairman,  for  the  timeliness  of  this  hearing  and 
for  convening  it. 

The  Chairman.  Would  you  make  my  apologies? 
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Senator  Moseley-Braun.  I  certainly  will. 

The  Chairman.  I  will  try  to  get  down  there. 

Senator  Moseley-Braun.  We  have  the  same  conflict,  but  I'll 
mention  to  the  Committee  that  you're  stuck  here. 

The  Chairman.  Thank  you,  Senator. 

Mr.  Kantor.  Mr.  Chairman,  if  I  could  mention  on  the  5-years, 
so  I'm  not  misconstrued,  and  I  apologize  if  I  misstated. 

The  5-year  phase-in  relates  to  the  Uruguay  Round  in  only  certain 
areas.  For  instance — I'll  give  you  some.  In  the  intellectual  property 
rights  areas,  certain  developing  countries  could  not  meet  the  high 
standards  of  that  agreement,  and  so  were  given  5-years  to  phase 
in. 

What  we're  finding,  interestingly  enough,  in  bilateral  or  regional 
negotiations,  some  are  implementing  their  so-called  TRIP's  obliga- 
tions much  more  quickly  than  that. 

I  was  referring  to  that  as  an  example.  Or  in,  say,  the  wood  and 
paper  negotiations,  to  go  to  zero  tariffs  in  those  areas.  It  was 
phased  over  a  number  of  years  in  order  that  industries  in  those 
countries  who  maintain  high  tariffs,  but  were  going  to  zero,  could 
adjust  to  that  new  reality. 

That's  what  I  was  referring  to,  not  particularly  to  these  negotia- 
tions. 

The  Chairman.  No. 

Mr.  Kantor.  I'm  sorry  if  I  misled  you. 

The  Chairman.  No.  I  understand.  I  just  wanted  to  let  you  know, 
it  is  an  overall  concern  that  we  all  have. 

Senator  Bond. 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman. 

Gentlemen,  several  countries  have  submitted  schedules  which 
would  bind  them  and  the  WTO  to  levels  of  foreign  investment  less 
than  existing  investments  held  by  American  financial  services 
firms. 

For  example,  just  one  example,  many  United  States  financial 
firms  have  majority  control  of  their  operations  in  Indonesia.  Yet, 
that  country  has  proposed  binding  itself  to  no  more  than  a  49-per- 
cent foreign  equity  investment. 

The  purpose  of  these  negotiations  is  supposed  to  be  the  creation 
of  new  market  opportunities,  not  to  give  foreign  countries  an  inter- 
national stamp  of  approval  to  restrict  the  access  to  their  market  to 
force  American  companies  to  divest. 

Can  you  commit  to  us  today  that  the  Administration  will  not  ac- 
cept any  offer  that  does  not  grandfather  existing  U.S.  investments 
in  market  access  overseas? 

Mr.  Kantor.  Let  me  respond  at  least  in  the  insurance  area.  And 
I  think  that  that  is  where  this  particularly  has  come. 

Senator  Bond.  Very  important. 

Mr.  Kantor.  Indonesia's  offer  is  not  as  good  as  its  practice.  For 
instance,  they  offer  only  a  49-percent  minority  share  for  a  foreign 
insurance  company,  when  in  practice,  a  foreign  insurance  company 
can  own  up  to  80  percent  at  the  present  time. 

The  country  does  not  permit  brokers,  cross-border  insurance  ses- 
sions. It  is  not  a  good  offer. 

I  think  you  can  be  assured  we  are  going  to  insist  that  we  get  a 
good  offer  from  Indonesia. 


18 

Senator  Bond.  Gentlemen,  everybody  expressed  themselves  gen- 
erally on  the  status  of  negotiations  with  Japan,  the  bilateral  agree- 
ment, and  the  failure  to  come  through. 

But  I  want  to  make  sure  that  I'm  not  missing  some  subtle  points. 

I  would  like  to  know  if  we're  talking  about  any  side  agreements 
with  Japan,  particularly.  Secretary  Rubin,  in  your  written  state- 
ment on  page  6,  there  is  the  line-— Japan  has  pledged  to  bind  the 
benefits  we  received  in  our  agreements  in  the  GATS  schedule  as 
appropriate. 

And  I  guess  my  question  is  what  does  all  this  mean?  Are  we 
missing  something? 

Secretary  RUBIN.  Senator,  I  don't  think  so.  It  is  our  view  that 
Japan  should  bind  the  obligations  that  they've  made  to  us. 

That's  the  answer  to  your  question. 

On  the  other  hand,  at  the  end  of  the  day,  we're  going  to  have 
to  take  a  look  at  everji^hing  that  has  happened  and  as  Ambassador 
Kantor  and  I  have  both  said,  through  this  morning,  whether  the 
offers  that  have  been  made  are  not,  in  our  judgment,  at  least,  satis- 
factory. 

But  we  will  take  a  look  at  everything  that  has  been  offered  and 
make  a  judgment  as  to  what  is  the  best  interest  of  this  country. 
And  there  are  real  benefits  to  getting  obligations  committed  under 
the  WTO  and  locking  the  offers  in  that  we  have  now  so  that  they 
can't  be  rolled  back  in  later  days. 

But  the  answer  to  your  question  on  Japan  is  we  believe  Japan 
should  schedule,  as  they  said  they  would  schedule,  the  commit- 
ments they  made  in  the  bilateral  negotiations. 

Senator  Bond.  But  if  they  fail  to  do  it  or  if  they  jack  us  around 
in  some  way,  you've  got  that  bilateral  agreement.  We  can  still  en- 
force it  under  our  trade  agreement. 

So  what  I  guess  we're  saying  is  half  a  loaf  is  no  loaf  on  that  one. 
I'd  far  rather  see  us  stay  with  the  agreement  we  have  than  to  fail 
to  take  the  exemption  and  get  some  watered  down  halfway  commit- 
ment. 

Secretary  RUBIN.  You  mean  bilaterally? 

Senator  Bond.  Yes. 

Secretary  RUBIN.  We  have  no  intention  of  moving  back  from  our 
bilateral  agreement,  if  that's  your  question. 

Senator  Bond.  All  right.  Gentlemen,  everyone  seems  to  agree 
that  the  offers  are  inadequate. 

Is  there  anything  you've  heard  from  yesterday's  high-level  meet- 
ing that  there's  any  ray  of  hope?  Is  there  any  progress  or  should 
we  just  fold  our  tents  and  go  home  at  this  point? 

Mr.  Kantor.  Well,  as  one  great  philosopher  who  played  ball  in 
Senator  D'Amato's  home  State  once  said,  it's  not  over  till  it's  over. 

We  have,  frankly,  more  days  left  between  now  and  the  30th  than 
we  did  when  we  finished  the  APEC  meetings  in  Seattle  in  1993 
and  had  facing  us  trying  to  finish  the  Uruguay  Round,  the  total 
Uruguay  Round,  on  December  15,  1993. 

So  we  have  time  to  do  it  if  the  other  countries  are  willing,  frank- 
ly. Senator,  and  that's  really  the  question. 

The  ball  is  not  in  the  U.S.'s  court  at  this  point. 

The  Chairman.  Do  they  know  we're  serious? 
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Mr.  Kantor.  Oh,  I  think  they  know  we're  dead-serious.  I've  never 
been  accused  of  rampant  subtlety. 

[Laughter.] 

The  Chairman.  That's  why  I  Uke  you. 

[Laughter.] 

Mr.  Kantor.  And  so  I  think  it's  been  made  very  clear  by  Treas- 
ury and  by  USTR,  what  we  expect,  what  is  adequate,  and  what  is 
not  adequate.  We've  done  it  for  each  individual  country.  I  know  you 
respect  the  fact  that  we're  in  the  middle  of  negotiations,  so  it's  very 
difficult  for  us  to  go  country-by-country.  It  probably  would  not  be 
very  helpful  in  terms  of  the  negotiating  process. 

On  the  other  hand,  I  hope  we  can  assure  you  that  we  understand 
what's  in  the  best  interests  of  the  United  States  and  not  only  our 
companies,  but,  frankly,  this  ripples  throughout  our  entire  econ- 
omy. It  affects  U.S.  workers  profoundly. 

Senator  Bond.  I'm  running  out  of  time,  but  I'd  like  to  know,  Mr. 
Secretary,  we're  going  to  send  our  top  guns  to  the  final  negotiation 
on  June  29  and  30,  1995? 

Number  two,  is  there  any  chance  that  we  would  extend  the  talks 
further? 

And  to  Mr.  Kantor,  I'd  like  to  know  just  your  view  that  some  peo- 
ple have  said  that  the  failure  to — if  we  took  an  exemption,  it  would 
somehow  undermine  the  WTO. 

And  I'd  like  you  all  to  deal  with  those  three. 

Secretary  RUBIN.  Senator,  on  the  two  questions  you  addressed  to 
me,  I  can  assure  you  as  we  get  toward  the  deadline,  that  Ambas- 
sador Kantor  and  I  will  be  fully  involved  in  resolving  these  matters 
and,  if  necessary,  we  can  make  phone  calls  or  visit  with  people.  But 
this  will  receive  the  highest  level  attention. 

On  the  second  question,  I  don't  really  see  any  great  benefit  in 
delay.  I  really  don't.  If  countries  want  to  participate,  they're  as  well 
prepared  to  do  so  today  as  they  would  be  a  year  or  two  from  now. 

So  I  don't  see  any  great  gain  in  a  delay. 

Mr.  Kantor.  Let  me  answer  your  question  directly. 

I  think  the  greatest  risk  of  all,  not  only  to  our  country,  but  to 
the  WTO,  is  to  accept  the  old  way,  which  is  a  free-rider  system, 
Senator. 

I  think  we  would  be  doing  damage  to  the  Uruguay  Round  and 
the  World  Trade  Organization,  as  well  as  to  our  own  country,  as 
well  as  to  others  who've  opened  their  markets.  Let's  not  be  too  pa- 
rochial. 

The  European  Union  has  a  good  offer  they've  made.  They're 
open.  Others  have  done  the  same.  Secretary  Rubin  has  cited  those. 

I  think  it  would  be  inconsistent,  that  what  we  worked  so  hard 
for  through  three  administration  in  other  8  years,  that  is,  a  Uru- 
guay Round  which  was  a  single  undertaking,  if  we  accepted  offers 
that  were  less  than  helpful,  or  no  offers  at  all,  and  allowed  coun- 
tries to  become  free-riders. 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Boxer. 

Senator  Boxer.  Thank  you,  Mr.  Chairman. 

I  hope  if  there  are  people  out  in  the  audience  who  get  paid  by 
foreign  countries  and  they're  listening  to  this,  that  they'll  get  on 
their  cell  phone  and  tell  the  people  that  they  represent  that,  in  a 
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very  unusual  display  of  unanimity,  Republicans  and  Democrats, 
the  Administration  is  sending  a  message  that  we  want  fairness,  pe- 
riod. 

I  think  it's  pretty  significant.  I  just  wanted  to  reiterate  that. 

I  want  to  pick  up  on  the  question  that  Senator  Bond  asked 
about,  the  Japanese.  I'm  particularly  concerned  about  pension  fund 
management.  In  our  State,  we  have  many  pension  fund  managers 
who  are  involved  with  the  Japanese.  I'm  sure  that  Ambassador 
Kantor  is  well  aware  of  that. 

I  understand  they  have  not  made  a  commitment  in  Greneva  to 
allow  access  to  pension  fund  management.  But  we  do  have  this  bi- 
lateral agreement  with  them  of  February,  1995.  But  it's  my  under- 
standing that  it  could  get  pretty  dicey  because  my  understanding 
is,  if  we  don't  resolve  this  in  these  negotiations,  that  there  could 
be  a  legal  challenge  to  us  in  enforcing  our  bilateral  agreement. 

And  so  I  wonder  whether 

Secretary  RUBIN.  You  mean  if  we  granted  MFN  and  then  sought 
to 

Senator  BoxER.  Yes. 

Secretary  Rubin.  But  this  was  not  included  and  then  we  sought 
to 

Senator  BoxER.  Yes,  if  we  grant  the  MFN.  And  so,  I'm  just  very 
concerned  about  this. 

Could  you  clarify?  Do  you  agree  with  this?  Is  this  a  serious  prob- 
lem for  us? 

Secretary  RUBIN.  Senator,  I  think  that  we  have  a  good  bilateral 
agreement  with  the  government  of  Japan.  The  government  of 
Japan  said  that  they  would  schedule  a  bilateral  agreement  under 
MFN  and  I  think  that's  what  they  should  do  and  that's  what  we're 
working  with  them  toward  having  happen. 

If  they  don't  schedule  parts  of  it,  then  that  obviously  becomes  an 
exceedingly  important  consideration  as  we  make  our  judgment  at 
the  end.  Axid  I  think  that's  probably  all  that  it's  constructive  to  say 
at  the  moment. 

Senator  Boxer.  OK.  Well,  I'm  really  glad  that  you're  on  top  of 
this  because  I  think  Senator  Bond  is  right  to  raise  this  question. 

I  think  it's  confusing  and  it's  confusing  to  the  people  that  I  rep- 
resent. They're  very,  very  concerned. 

So  let  me  just  say  I  express  that  concern  to  you.  Regardless  of 
the  bilateral  agreement,  I  think  what  happens  here  is  crucial  to  us. 

Mr.  Ambassador. 

Mr.  Kantor.  If  I  just  might  add  a  note  to  that. 

Senator  BoxER.  Yes. 

Mr.  Kantor.  Or  two  notes,  very  quickly. 

One,  I  want  to  make  it  clear  that,  as  Secretary  Rubin  said  accu- 
rately, even  if  Japan  fails  to  schedule  their  commitments  under  the 
bilateral  agreement  in  Geneva,  that  agreement  remains  in  force 
and  effect  between  the  United  States  and  Japan. 

And  I  think  this  Administration  of  record  is  clear,  that  we  will 
use  our  trade  laws  to  enforce  that  agreement. 

Senator  Boxer.  Yes,  that's  for  sure. 

Mr.  Kantor.  However,  we  have  an  insurance  agreement.  We 
have  a  financial  services  agreement.  We  expect  Japan  to  live  up  to 
it.  And  there's  no  indication  that  they  will  not. 
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I  did  want  to  make  another  observation  because  it's  somewhat 
current  and  interesting. 

In  the  insurance  market,  in  terms  of  penetration  among  the  G- 
7  countries,  the  most  developed  countries  in  the  world,  it's  interest- 
ing. I  was  looking  at  numbers  this  morning  and  it's  characteristic 
of  the  problems  we  face  in  other  areas. 

The  lowest  percentage  penetration  among  all  countries  except 
Japan  is  10  percent  in  France  and  it  goes  up  to  33  percent  in  Italy, 
with  the  United  States,  of  course,  having  the  biggest  market, 
where  we're  about  11  percent.  Japan  is  less  than  1  percent. 

There  is  nothing,  I  think,  of  a  more  dramatic  indicator  of  what 
the  problem  is  that  we  have  to  address.  This  is  the  second  largest 
economy  on  earth.  Japan's  interest  and  our  interest,  not  only  that 
the  bilateral  agreement  work  well,  which  I  hope  that  it  will  and  we 
expect  that  it  will,  but  that  they  schedule  that  agreement  in  Gene- 
va in  order  to  open  up  that  market,  frankly,  to  foreign  competitive 
companies  in  all  these  sectors  or  all  these  areas  in  the  world. 

Senator  Boxer.  Would  it  be  inappropriate  for  you  to  advise  this 
Committee  as  to  where  you're  having  the  most  problems,  the  coun- 
tries? 

Secretary  RuBiN.  I  think,  as  Ambassador  Kantor  said,  with  the 
negotiations  going  on  as  we  speak,  that  probably  is  not  a  good 
thing  to  do  in  an  open  session. 

We  would  be  delighted,  if  the  Chairman  would  like,  to  meet  in 
Executive  Session  and  do  precisely  that. 

Senator  Boxer.  I  would  very  much  appreciate  having  that  infor- 
mation. 

I  just  want  to  say  thank  you  to  both  of  you.  I  know  that  this  is 
tough  and  if  it's  an5rthing  like  getting  ready  for  an  exam,  you  work 
up  to  that  last  minute,  and  a  lot  of  things  can  become  clear  at  that 
point. 

I  wish  you  well  and  again,  just  to  restate  what  the  Chairman  has 
said,  what  the  Ranking  Member  has  said,  of  international  finance 
and  what  the  Ranking  Member  of  the  Full  Committee  has  stated. 

I  think  we're  ready.  Whether  you  need  to  have  legislation  or  let- 
ters or  anjrthing  of  that  nature,  I  think  that  we  will  be  behind  you. 

And  I  am  proud  of  what  you're  doing  and  standing  very  tall  for 
this  country  and  for  the  people  in  it  who  merely  want  to  get  a  shot 
at  this. 

We  don't  guarantee  anything,  but  we  surely  have  a  rig'ht  to  have 
the  same  access  that  we  give  other  countries.  And  that's  just  a  very 
simple,  straight-forward  premise  that  I  think  is  so  fair,  that  if  any- 
one objects  to  it,  I  just  think  they're  clearly  not  interested  in  this, 
and  we  should  walk  away  from  them  and  make  it  very  clear. 

Thank  you  very  much. 

The  Chairman.  Senator  Shelby. 

Senator  Shelby.  Thank  you.  Mr.  Secretary,  Mr.  Ambassador,  for 
the  record  and  for  the  American  people  that  will  be  watching  this 
hearing,  define  what  you  mean  by  financial  services  that  we're  try- 
ing to  get  with  the  other  countries  of  the  world  that  we're  negotiat- 
ing with  to  let  our  financial  services,  bank,  insurance,  securities, 
have  access. 

Would  you  explain  that  just  for  the  record? 
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Secretary  RUBIN.  Let  me  start  and  then  I'll  let  Ambassador 
Kantor  follow  up  £ind  fill  in  the  pieces. 

It  certainly  would  include  commercial  banking.  I  think  you  may 
be  driving  at  a  point,  though,  which  I'd  like  to  get  to.  It  would  in- 
clude commercial  banking,  investment  banking  securities  and 
money  management. 

But  I  think  it's  very  important  that  we  define  them  functionally 
that  way  rather  than  by  firms,  because  those  kinds  of  activities 
today  are  performed  by  very  large  numbers  of  firms  that  we  often 
think  of  as  industrial  firms  or  other  kinds  of  firms. 

So  I  think  if  you  look  at  those  three  kinds  of  functions,  and  all 
of  the  activities  that  surround  those  functions,  that's  the  respon- 
sibility that  Treasury  has.  And  then  USTR  is  negotiating  in  the  in- 
surance area. 

Senator  Shelby.  Mr.  Ambassador. 

Mr.  Kantor.  Let  me  just  add — it's  a  very  good  question. 

What  we're  talking  about  in  the  insurance  area  is  life  insurance, 
nonlife  insurance  products,  reinsurance,  and  brokerage  services,  all 
four. 

What  we're  finding  is,  with  the  exceptions  we've  talked  about 
where  we  have  good  offers,  there  are  equity  share  restrictions.  In 
other  words,  you  can't  go  into  another  country  and  have  a  majority 
ownership  or  even,  in  some  cases,  only  allowed  a  small  minority 
ownership. 

Senator  Shelby.  What  about  underwriting  securities? 

Mr.  Kantor.  Or  underwriting  that  portion 

Secretary  RUBIN.  Well,  by  investment  banking,  and  I  was  really 
using  that  as  a  short  form  for  brokerage,  underwriting  securities, 
merger  and  acquisition  activity. 

Senator  Shelby.  Commercial  investment,  insurance,  evei:ything. 

Secretary  Rubin.  I  wasn't  talking  about  insurance,  but  all  of 
these. 

Senator  SHELBY.  OK. 

Mr.  Kantor.  What  we  find  is  failure  of  transparency,  the  failure 
to  publish  regulations.  There's  a  failure  to  allow  branches  of  sub- 
sidiaries— there's  also  the  requirement  of  a  certain  number  of  na- 
tionals of  that  foreign  country  to  be  on  the  board  of  directors. 

There  are  State-run  monopolies  who  are,  frankly,  in  control  of 
the  situation.  And  in  some  countries,  we're  just  not  allowed  in, 
purely  and  simple. 

And  so,  with  all  of  this,  and  there  are  ranges,  of  course,  and 
they're  mostly  in  developing  countries,  some,  unfortunately,  in  de- 
veloped countries,  it  has  an  incredibly  negative  effect  upon  us  be- 
cause investment  leads  trade. 

If  we  can't  get  our  financial  services  companies  and  insurance 
companies  into  these  markets,  then  our  industrial  companies  rep- 
resenting hundreds  of  thousands  of  U.S.  workers,  can't  get  their 
products  in. 

Let's  remember — we're  only  4  percent  of  the  world's  population. 
Ninety-six  percent  live  outside.  That's  where  our  markets  of  the  fu- 
ture are  going  to  be. 

Senator  Shelby.  Mr.  Ambassador,  isn't  there  a  link,  or  is  there 
a  link  between  manufactured  goods  and  financial  services? 
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For  example,  some  of  our  largest  companies  do  financial  arrange- 
ments, too,  for  their  manufacturing. 

Is  that  not  correct? 

Mr.  Kantor.  Absolutely.  And  if  you  can't  get  your  financial  serv- 
ices companies  into  a  market,  it  has  a  negative  effect  upon  your 
ability  to  get  your  products  into  the  market  and,  of  course,  that  has 
a  negative  effect  on  the  U.S.  economy. 

Senator  Shelby.  Don't  a  lot  of  companies — I  can  name  some,  you 
can  name  many — foreign  banks  have  a  presence  to  do  business  in 
this  country. 

Mr.  Secretary,  already? 

Secretary  RUBIN.  There  are  a  very,  very  large  number  of  foreign 
banks  established  in  this  country. 

Senator  Shelby.  In  other  words,  we've  shown  goodwill  and  say- 
ing, look,  we  want  you  to  come  and  have  access  to  our  markets, 
meaning  our  people,  but  we  want  reciprocity. 

Isn't  that  the  bottom  line? 

Secretary  Rubin.  As  both  of  us  have  said,  and  as  you  all  have 
said,  we  have  remarkably  open  markets  and  we  feel  that  that 
should  be  matched  by  other  countries  in  the  world. 

Senator  Shelby.  As  far  as  putting  a  value  on  the  export,  you 
might  say,  of  financial  services,  and  how  important  this  is  to  our 
economy,  let's  talk  about  jobs  in  America,  here. 

We're  not  making  cars  here.  We're  not  making  desks  and  chairs. 
But  we're  creating  financial  services,  right,  which  are  very  impor- 
tant to  any  people  in  a  technological  economy  that  we  have  in  the 
world  today. 

Is  that  not  right,  Mr.  Ambassador? 

Mr.  Kantor.  Absolutely. 

Senator  Shelby.  Let's  put  some  numbers  on  this,  basic  numbers, 
because  I  think  it's  important  for  the  American  people  to  under- 
stand that. 

A  lot  of  people  say  to  me,  well,  we  want  to  export  goods  that  we 
manufacture. 

Mr.  Kantor.  Right. 

Senator  Shelby.  But  they  don't  see,  a  lot  of  people  don't  see  the 
financial  services  as  goods,  but  they  are  in  a  different  way. 

Is  that  right? 

Mr.  Kantor.  Let  me  take  it  from  two  points  of  view.  Absolutely 
correct. 

We  have  12  million  Americans  today  whose  jobs  are  directly  re- 
lated to  exports. 

Senator  Shelby.  Now  that's  what  we're  talking  about.  OK. 

Mr.  Kantor.  They're  the  highest-paying  jobs  in  our  economy. 
They  pay  on  the  average  of  17  percent  more  than  other  jobs  in  our 
economy. 

Now,  to  expand  those  exports,  two  things  need  to  happen.  One, 
the  companies  that  our  workers  work  for  have  to  be  able  to  get  into 
these  economies,  and  that's  where  our  financial  services  firms  are 
helpful.  But  second,  these  economies  have  to  grow  and  create  con- 
sumers who  can  buy  our  products. 

In  both  cases,  the  failure  to  be  allowed  to  participate  fairly  in 
these  economies  not  only  hurts  those  economies,  it  hurts  our  com- 
panies and  therefore,  hurts  our  workers. 
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And  so,  as  we  become  more  dependent  in  a  globalized  economy 
on  foreign  trade,  the  failure  to  be  able  to  get  into  these  markets 
and  financial  services  has  direct  connection  to  the  inability  to  cre- 
ate high-wage,  high-skill  jobs  here  in  our  country. 

Senator  Shelby.  For  our  own  people. 

Mr.  Kantor.  For  our  own  people,  yes,  sir. 

Senator  Shelby.  Well,  I  hope  that  you  won't  blink.  Some  peo- 
ple— and  you  have,  Mr.  Ambassador,  and  you  have,  Mr.  Secretary, 
criticized,  hit  from  left  to  right,  saying,  well,  you're  practicing  isola- 
tionism, protectionism,  and  so  forth. 

But  I  hope  that  you're  going  to  get  the  attention,  that  you're  not 
trying  to  close  our  markets.  You're  trjdng  to  open  all  markets. 

Isn't  this  the  goal? 

Mr.  Kantor.  Absolutely,  Senator.  The  Secretary  wants  to  jump 
in. 

The  President's  goal  from  the  very  first  has  been  on  a  bipartisan 
basis,  which  we  appreciate.  This  Congress  has  stood  with  us,  Re- 
publicans and  Democrats.  It's  not  to  close  our  markets.  That's  not 
in  our  interest.  It's  to  open  those  markets  around  the  world  so  we 
can  compete  fairly. 

Senator  Shelby.  But  it's  very  important  to  both  of  you,  but 
moreso  to  the  American  people. 

Mr.  Kantor.  Absolutely. 

Senator  Shelby.  That,  as  a  negotiator,  you,  Mr.  Ambassador,  our 
top  negotiator,  and  you,  Mr.  Secretary,  that  you  not  blink,  that 
you're  not  out-negotiated  in  a  protracted  situation. 

And  I  don't  guess  anything  is  more  protracted  than  this  type  of 
negotiations. 

Secretary  RUBIN.  Senator,  I  think  both  of  us  have  had  some  dec- 
ades of  experience  in  negotiating  in  the  private  sector  before  we  got 
here. 

Senator  Shelby.  You  have. 

Secretary  RUBIN.  I  don't  think  we're  blinkers. 

[Laughter.] 

Senator  Shelby.  Well,  we're  going  to  see  because  a  lot  of  talk  is 
that  you  will  blink  on  the  automobile  deal  and  that  you  will  blink 
on  this. 

I  hope  that  the  nay-sayers  are  wrong. 

Secretary  RUBIN.  I  think  we've  had  a  2V2-year  history  of  not 
blinking. 

I  think  you  could  take  some  comfort  from  that. 

Senator  Shelby.  But  the  proof  will  come  just  in  a  few  months. 

Secretary  RuBlN.  The  proof  is  always  in  the  pudding. 

Senator  Shelby.  Thank  you.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Faircloth. 

Senator  Faircloth.  Thank  you,  Mr.  Chairman,  and  thank  you, 
Ambassador  Kantor  and  Secretary  Rubin. 

As  I  said  earlier,  I  don't  know  of  any  segment  of  the  government, 
the  Administration,  that  I  think  the  American  people,  and  espe- 
cially, Ambassador  Kantor,  in  North  Carolina,  have  more  con- 
fidence in  and  that  the  American  people  as  a  whole  could  be  proud 
of  what  you've  done  in  your  job  with  total  confidence. 
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I  don't  mean  my  statement  to  be  overly  simplistically  bucolic,  but 
certainly  were  talking  this  morning  about  the  financial  services. 
But  as  Senator  Shelby  got  into,  one  of  the  problems  with  being  the 
low  man  on  this  totem  pole  up  here,  everything  might  have  been 
asked,  but  I  haven't  had  the  opportunity  to  ask  it. 

[Laughter.] 

But  I  wonder,  this  is  sort  of  a  general  item.  The  American  public 
has  clearly  demonstrated,  as  Senator  Boxer  said,  and  we  as  Sen- 
ators are  totally  united  in  that  we  have  been  fiddling  with  this 
basic  problem  for  15  years  or  more,  under  a  series  of  administra- 
tions. 

I  hope  we've  made  some  progress.  But  the  American  public  gen- 
erally feels  we  haven't. 

I'm  sure  in  some  areas  we  have.  But  the  feeling  is  that  we  are 
still  trying  to  climb  out  of  the  well  and  slipping  back  about  as  far 
as  we  climb  up.  We've  still  got  a  $120  billion  trade  deficit.  $60  bil- 
lion of  it  is  with  Japan.  And  we  have  conversations  and  conversa- 
tions, the  meetings. 

If  conversation  were  concrete,  we  could  pave  the  Pennsylvania 
Turnpike.  We've  gone  over  and  over  and  over  with  it. 

We're  aware  of  the  automobile  negotiations.  Certainly,  we  are 
aware  of  this. 

Are  we  reaching  a  point  with,  as  you  all  see,  total  support  of  the 
Congress,  that  we  pretty  much  say  enough  is  enough  and  it's  time 
to  do  something  and  we  can  no  longer  continue  to  play  big  shot  to 
the  world,  that  our  financial  resources  are  not  infinite  and  that  it's 
time  to  cut  out  meetings  and  say  what  we're  going  to  do  and  do 
it. 

Secretary  RUBIN.  You're  the  favorite  member  of  the  Administra- 
tion. 

[Laughter.] 

Mr,  Kantor.  For  years,  we  were  unrivalled  in  the  world  as  an 
economic  power,  and  as  a  military  power.  One  of  those  facts  is  no 
longer  the  case. 

As  we  allowed  Japan  and  the  European  Union  and  others  to  pro- 
tect their  sanctuary  markets,  to  build  their  economies,  because  we 
needed  to  provide  a  bulwark  against  Soviet  expansionism,  which 
was  a  legitimate,  an  effective,  and  proper  policy  during  the  cold 
war,  we  now  find  in  the  post-cold  war  era,  that  in  certain  countries, 
those  sanctuary  markets  continue,  even  though  our  share  of  the 
world's  output,  which  has  now  dropped  from  40  percent  down  to 
about  22  percent,  meaning  we  have  less  economic  clout  and  less 
dominance  than  we  had  before,  and  that  will  become,  frankly.  Sen- 
ator, over  the  next  number  of  years,  even  less. 

But  there's  good  news  in  that  if  we  change  the  way  we've  acted 
over  the  last  number  of  years,  and  this  is  not  a  matter  of  ideology 
or  party  or  region.  It  has  nothing  to  do  with  that.  This  is  just  being 
hard-nosed  and  understanding  the  interests  of  the  American  peo- 
ple. 

We've  got  to  insist  on  reciprocal  trade  agreements.  We've  got  to 
insist  that  others  play  by  the  same  rules  we  play  by.  We've  got  to 
insist  if  we're  going  to  have  a  globalized  economy,  simply  make  it 
fair.  That's  all  we're  asking,  because  we  believe  American  workers 
can  compete  with  anyone  as  long  as  they're  not  disadvantaged  by 
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rules  left  over  from  an  earlier  time  which  have  no  currency  any 
more. 

We've  followed  that  in  this  Administration.  We  have  reached  82 
trade  agreements  in  28  months.  We've  enforced,  for  instance,  Title 
7  of  our  trade  act,  which  had  never  been  enforced  ever  before. 
We've  used  Section  301.  We've  used  enforcement  actions  under  the 
WTO. 

We're  doing  everything  we  can  to  work  with  this  Congress,  to 
work  with  the  American  people  to  make  these  rules  fair. 

We've  not  accomplished  everything.  I  wish  I  could  tell  you  today 
that  finally,  all  the  rules  are  fair.  That's  just  not  true.  But  we've 
got  to  continue  to  work  on  this. 

So  I  couldn't  agree  with  you  more.  But  it's  critical,  if  I  could 
make  one  last  point.  I'm  sorry  to  go  on,  but  we  feel  so  strongly,  be- 
ginning with  the  President,  on  this  point. 

That  if  we  don't,  two  things  are  going  to  happen.  One,  we're 
going  to  hurt  our  own  economy  and  not  be  able  to  sell  our  goods 
abroad  and  because  those  markets  are  so  critical  to  us.  But  second, 
the  American  people  will  lose  faith  in  a  sense  of  open  markets  and 
expanded  trade  and  a  globalized  economy  and  we're  going  to  hurt 
not  only  ourselves,  but  the  global  economy  itself 

So  we  have  got  to  move  in  this  direction.  We  have  no  other 
choice. 

And  so  we  continue  to  be  prepared  to  and  do  work  with  you  and 
others  on  both  sides  of  the  aisle.  Secretary  Rubin  has  provided  tre- 
mendous leadership,  both  as  head  of  the  NEC  and  now,  in  his  role 
as  Secretary  of  the  Treasury. 

So  I  couldn't  agree  with  you  more  and  I  think  that  starts  in  this 
Administration  with  the  President. 

Senator  Faircloth.  Well,  thank  you.  As  I  say,  it  was  a  broad, 
moving  question.  But  back  to  the  American  people. 

Of  course  they  don't  understand  all  of  the  many,  many  negotia- 
tions and  rules  and  constraints  upon  which  you  have  been  forced 
to  do  the  negotiating.  But  they  do  feel  very  strongly  that  the  end 
results  and  time  for — that  we  do  lay  down  hard  and  with  what  we 
can  do  and  will  do. 

And  we  feel  like  you're  doing  it  and  I  thank  you,  both  of  you. 

The  Chairman.  Senator  Bond. 

Senator  Bond.  Just  one  quick  question  that  Senator  Sarbanes 
had  wanted  to  ask.  I  agree  with  Senator  Faircloth,  that  most  every 
question  has  been  asked  by  almost  everybody.  But  Senator  Sar- 
banes did  have  several  questions,  one  of  them  I  think  that  may  not 
have  been  covered.  It's  interesting  to  me,  too. 

He  notes  that  the  Financial  Times  reported  on  May  2,  1995,  that 
Britain  plans  to  urge  the  United  States  not  to  carry  out  its  threat 
to  exempt  financial  services  from  the  Most-Favored-Nation  treat- 
ment if  the  WTO  fails  to  achieve  progress  towards  freer  trade  in 
this  sector  over  the  next  2  months. 

The  question  that  we  have  is  why,  in  the  name  of  heaven,  does 
Britain  believe  it's  in  the  interest  of  the  United  States  and  the  Eu- 
ropean Union  to  lock  their  markets  open,  even  without  good  offers 
from  key  emerging  markets? 
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Are  we  missing  something?  Wouldn't  it  make  sense  for  them,  as 
it  appears  to  us,  to  make  commitments  to  each  other  through  bilat- 
eral, multilateral  agreements? 

What  are  they  thinking  about?  Where  did  we  miss  the  switch? 

Secretary  RUBIN.  I  don't  think.  Senator,  we're  missing  anything. 
I  actually  recollect  those  comments. 

I  think  that  there  are  some  in  the  UK  who  look  at  this  a  little 
bit  differently  and  think  that  they  have  a  special  interest  in  getting 
the  schedules,  the  obligations,  under  the  WTO. 

But  I  can  assure  you  that,  to  the  extent  that  they  have  a  slightly 
different  perspective  that  relates  to  their  view  of  their  interest,  al- 
though it  would  not  probably  be  our  view 

Senator  Bond.  Not  the  fact  that  they  want  to  keep  London  as  the 
central  market,  or  anything  like  that. 

Secretary  RUBIN.  That  is  the  essence  of  the  point. 

[Laughter.] 

I'm  trying  not  to  be  critical  of  or  comment  on  other  people's 
points  of  view. 

Senator  Bond.  I  wouldn't  want  to  be  critical,  no.  I  wouldn't  want 
to  be  critical. 

Secretary  Rubin.  But  I  think  that  that  is  not  unrelated  to  the 
view  that  they  express.  Our  view  is  the  one  that  Ambassador 
Kantor  so  eloquently  expressed,  and  is  unaffected  by  their  view  of 
their  own  interest,  although  they  should  certainly  have  their  view 
of  their  own  interest. 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

The  Chairman.  I  would  only  note,  Mr.  Secretary,  that  you're  well 
quoted  in  the  April  14,  1995,  Wall  Street  Journal,  an  article  that 
read — "Rubin  Seeks  to  Persuade  Asian  Nations  to  Allow  U.S.  Fi- 
nancial Services  Firms." 

And  what  becomes  somewhat  disconcerting  is  that  they're  talking 
about  reaching  a  free  trade  area  by  the  year  2020. 

That's  wonderful. 

[Laughter.] 

There  is  a  great  deal  of  support  in  terms  of  what  you  have  been 
working  to  achieve,  and  probably  a  good  deal  of  skepticism  that  we 
share  as  it  relates  to  the  bona  fide  intents  of  the  parties  that  you 
are  dealing  with  on  the  other  side. 

I  am  concerned  when  we  see  these  kinds  of  preposterous  posi- 
tions put  forth  by  a  group  of  the  18  Pacific  Rim  nations,  and  five 
of  them  in  particular,  that  APEC  has  set  a  goal  of  reaching  a  free 
trade  area  by  the  year  2020. 

I  hope  that  you  would  convey  in  the  strongest  terms,  this  Con- 
gress' feelings  on  this  issue  to  our  allies,  and  we  look  forward  to 
consultation  in  private  with  you  because  we  understand  you  cannot 
lay  out  your  negotiating  techniques  and  tools  in  public. 

I  hope  we  have  strengthened  your  hand  and  your  position  and 
let  you  know  that  we  do  not  intend  in  any  way  to  deviate  from  a 
very  strong  position  that  seeks  fair  play  and  equal  treatment. 

That's  the  Administration's  goal.  Congress,  on  a  bipartisan  basis, 
will  be  totally  supportive. 

I  leave  you  with  that. 

Yes. 
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Secretary  RUBIN.  Mr.  Chairman,  just  one  comment — ^two  com- 
ments, if  I  may. 

One  is,  the  reference  to  the  2020  was  not  to  this  set  of  negotia- 
tions. It  was  to  the  APEC  free  trade. 

Second,  I  think  Ambassador  Kantor  said  something  that  is  ex- 
traordinarily important,  more  generally,  with  respect  to  this  Ad- 
ministration. 

We  are  often  criticized  in  Europe  on  the  auto  negotiations  that 
the  Ambassador  is  so  extraordinarily  well  conducting  and  on  other 
matters,  as  having  a  protectionist  tinge. 

That  is  absolutely,  100  percent  untrue.  What  the  Ambassador 
said  is  exactly  right.  The  President  has  been  the  world  leader  on 
free  trade.  But  it  is  our  view  that  for  free  trade  to  work,  both  sub- 
stantively and  to  be  politically  sustainable  around  the  world,  it  has 
to  be  two-way  free  trade. 

And  that  is  the  animating  force  in  what  we  have  been  doing — 
that  the  Ambassador  has  been  doing,  I  should  say,  in  the  auto 
talks  and  it's  the  driving  force  in  these  sets  of  negotiations. 

The  Chairman.  We  applaud  you  in  those  areas. 

Senator. 

Senator  Faircloth.  One  quick  statement. 

This  hearing  this  morning — again,  I  thank  you  all  for  calling  it. 
But  we  send  a  clear  message  to  the  world,  and  certainly  you  all 
know,  that  you  have  the  total  support  of  the  Congress  and  the 
American  people  to  stand  firm  and  negotiate  hard. 

Secretary  RUBIN.  Thank  you.  Senator. 

The  Chairman.  We  thank  you,  Mr.  Secretary.  Thank  you,  Mr. 
Ambassador. 

Secretary  Rubin.  Thank  you,  Mr.  Chairman. 

Mr.  Kantor.  Mr.  Chairman. 

The  Chairman.  We'll  call  our  second  panel. 

[Pause.] 

Senator  Bond  [presiding].  We'll  ask  the  audience  to  move  on  out- 
side if  you  wish  to,  because  we  have  a  very  important  panel.  W^e're 
running  of  time.  The  people  who  are  directly  affected  by  the 
achievement  of  agreement  or  not  are  going  to  be  testifying. 

We  want  very  much  to  hear  from  them. 

Let  me  say  that  we  will  keep  the  record  open  for  further  ques- 
tions for  this  panel.  As  we've  gone  out,  we've  had  continuing  dis- 
cussions. And  for  the  current  panel. 

Let  me  thank  you  very  much  for  your  patience  in  allowing  us  to 
ask  all  the  questions  we  could  think  of  of  the  Ambassador  and  the 
Secretary. 

We  have  taken  note  of  and  will  make  part  of  the  record  the  full 
written  testimony.  I  would  say  that,  having  reviewed  it,  it  is  very 
helpful. 

Because  of  the  lateness  of  the  hour,  we'd  ask  that  you  keep  your 
statements  to  5  minutes.  I  will  try  to  be  brief  in  my  questions,  but 
I  believe  there  will  be  questions  for  the  record. 

Let  me  first  introduce  Mr.  James  F.  Gwaltney,  executive  director 
of  Ford  Financial  Services,  speaking  for  the  Coalition  of  Service  In- 
dustries, Inc. 

Mr.  Gwaltney. 
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STATEMENT  OF  JAMES  F.  GWALTNEY,  EXECUTIVE  DIRECTOR, 
FORD  FINANCIAL  SERVICES  GROUP,  DEARBORN,  MI,  ON  BE- 
HALF OF  THE  COALITION  OF  SERVICE  INDUSTRIES,  INC 

Mr.  GwALTNEY.  Mr.  Bond.  As  you  said,  my  name  is  Jim 
Gwaltney  and  I'm  the  executive  director  of  strategic  planning,  ac- 
quisitions and  external  affairs  for  Ford  Motor  Company's  financial 
services  group. 

I  appreciate  the  opportunity  to  appear  before  this  Committee 
today. 

Let  me  begin  by  giving  just  a  little  background  on  Ford  Motor 
Company  and  its  nnancisu  services  group. 

Our  financial  services  group  at  Ford  Motor  Company  consists  of 
Ford  Credit,  the  Associates,  and  USL  Capital.  With  over  $150  bil- 
lion in  assets  and  over  $2  billion  in  earnings,  the  Ford  Financial 
Services  Group  is  one  of  the  largest  and  most  profitable  financial 
services  organizations  in  the  world. 

Our  28,000  employees  serve  about  20  million  retail  and  commer- 
cial customers  through  over  2000  branches  in  the  United  States, 
and  in  24  countries  around  the  world. 

However,  as  you  said,  I'm  here  today  on  behalf  of  the  Coalition 
of  Service  Industries'  Financial  Services  Group,  which  represents 
the  international  trade  Interests  of  its  member  companies.  These 
companies  include  some  of  America's  largest  and  best  known 
banks,  such  as  Citicorp,  BankAmerica,  NationsBank,  J.P.  Morgan, 
diversified  finance  companies,  such  as  American  Express,  AT&T, 
Beneficial  and  G.E.  Capital,  securities  firms  such  as  Morgan  Stan- 
ley and  Salomon  Brothers,  insurance  companies  such  as  American 
International  Group,  Chubb  and  Cigna. 

Since  it  was  established  in  1989,  the  FSG  has  actively  worked 
with  the  Administration  throughout  the  Uruguay  Round  to  achieve 
a  strong  trade  agreement  that  would  open  financial  service  mar- 
kets on  a  global  basis. 

The  markets  in  the  newly  emerging,  as  well  as  some  of  the  devel- 
oped countries  of  the  world,  represent  a  significant  business  oppor- 
tunity for  many  of  our  member  companies. 

Yet,  these  countries  restrict  the  ability  of  U.S. -based  financial 
services  companies  from  gaining  market  access.  U.S.  financial  serv- 
ices companies  are  among  the  world's  most  competitive,  offering  a 
broad  range  of  retail,  wholesale,  and  lease  financing. 

Not  only  would  expanding  market  access  to  these  companies  pro- 
vide customers  with  lower  prices,  great  product  availability  and 
higher  quality  service.  It  would  also  enable  companies  to  provide 
better  market  support  for  the  manufacture,  sale  and  export  of  a 
wide  range  of  products  in  those  countries. 

Let  me  just  illustrate  how  this  point  affects  Ford's  financial  serv- 
ices affiliates. 

For  Ford  Motor  Company,  the  key  automotive  and  financial  serv- 
ice growth  markets  are  not  necessarily  going  to  be  in  the  United 
States  or  in  Europe,  but  in  the  developing  markets  of  the  Asia  Pa- 
cific region. 

Ford  is  looking  to  establish  manufacturing  facilities  in  many  of 
these  countries,  such  as  China,  Korea,  India,  Thailand,  Indonesia, 
et  cetera. 

Senator  Bond.  Mr.  Gwaltney,  excuse  me. 
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We're  going  to  make  the  full  statements  a  matter  of  the  record. 
For  the  time  interest,  we're  going  to  have  to  ring  the  bell  in  5  min- 
utes and  you  might  want  to  hit  what  you  think  are  the  high  points. 

We  will  accept  the  full  statement.  I  apologize  for  the  interruption 
and  I'll  give  you  a  few  extra  seconds  on  that. 

Mr.  GwALTNEY.  I  will.  Thank  you.  If  I  could  just  finish  that 
thought. 

Senator  Bond.  Sure. 

Mr.  GwALTNEY.  It  is  very  important  that  we're  able  to  offer  a  full 
range  of  financial  services  to  our  dealers  and  to  the  retail  and  com- 
mercial customers  in  these  markets  that  want  us  to  come  in  and 
manufacture  and  produce  goods  and  provide  emplojonent  in  their 
countries. 

So  financial  services  should  go  hand-in-hand  with  manufacturing 
in  these  countries. 

On  behalf  of  the  CSI  Financial  Services  Group,  I  want  to  express 
our  view  that  the  negotiations  underway  in  the  World  Trade  Orga- 
nization must  open  financial  service  markets  across  a  wide  range 
of  commercially  important  industrialized  and  developing  countries. 

We  also  recognize  that  some  countries  may  have  difficulty  nego- 
tiating and  implementing  immediate  liberalization  of  the  financial 
sector.  Accordingly,  we  have  proposed  to  use  the  transition  periods. 
But  these  transition  periods  must  include  an  initial  reduction  of 
some  barriers  and  date-certain  timetables  of  progressive  liberaliza- 
tion commitments. 

Our  position  has  been  consistent  and  clear  and  will  not  change 
leading  up  to  the  scheduled  June  30,  1995  conclusion  of  these  nego- 
tiations. Standstill  commitments  or  the  removal  of  only  one  or  two 
of  a  multitude  of  protectionist  barriers  will  not  facilitate  market  ac- 
cess. 

Without  meaningful  liberalization,  the  CSI  will  strongly  urge  the 
United  States  to  take  an  MFN  exemption. 

We  firmly  believe  that  the  sanctuary  markets  have  no  place  in 
the  international  trading  system  and  we  believe  that  the  U.S.  nego- 
tiators must  secure  substantial  liberalization  of  protectionist  bar- 
riers in  a  wide  range  of  countries  in  order  to  successfully  conclude 
these  negotiations. 

No  agreement  is  much  better  than  a  weak,  ineffective,  or  damag- 
ing agreement. 

Mr.  Bond,  Mr.  Faircloth,  again,  we  thank  you  for  the  opportunity 
to  appear  before  your  Committee  today  and  also,  we  have  a  more 
detailed  statement  that  we  would  like  to  submit  as  part  of  the  gen- 
eral statement. 

Senator  Bond.  That  will  be  accepted. 

Mr.  GWALTNEY.  Thank  you. 

Senator  Bond.  We  appreciate  very  much  your  highlighting  the 
important  parts  of  it,  Mr.  Gwaltney,  and  the  full  statement  will  be 
made  a  part  of  the  record,  in  addition  to  other  material  that  you 
may  wish  to  supply. 

Next,  we  have  Mr.  Carl  A.  Modecki,  president  of  the  National  As- 
sociation of  Insurance  Brokers. 

Mr.  Modecki. 
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STATEMENT  OF  CARL  A.  MODECKI,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  INSURANCE  BROKERS,  WASHINGTON,  DC 

Mr.  MODECKI.  Senator,  thank  you  very  much.  I  will  try  and  be 
brief.  You  have  our  printed  statement. 

The  NAIB  represents  the  nine  largest  global  insurance  brokers 
in  the  world,  plus  two  dozen  strong  regional  and  niche  players. 

The  topic  here  today  is  of  vital  concern  to  our  members.  They 
employ  52,000  folks  in  the  United  States  and  some  46,000  people 
in  a  thousand  offices  in  111  countries  outside  of  the  United  States. 

I  think  we  are  all  in  agreement  here  on  this  panel,  as  well  as 
in  the  earlier  testimony,  that  our  Government  has  done  a  good  job 
in  negotiations,  but  we  are  not  there.  We  need  to  keep  up  the  pres- 
sure, we  thank  you  for  these  hearings. 

Of  the  14  countries  listed  in  the  April  30th  report,  our  firms  have 
minor  interest  in  Brazil,  Canada  and  Korea,  and  those  offers  are 
minimal  at  best. 

There  are  several  other  countries  which  are  mentioned  in  my 
prepared  testimony  that  I  need  not  go  into  at  the  moment.  But  I 
will  point  out  just  one  as  an  example — ^Venezuela,  where  at  the  mo- 
ment it  is  the  only  nation  in  South  America  that  does  not  allow  for- 
eign brokerage  firms  to  be  100  percent  owned  by  a  United  States 
corporation. 

Why  is  this  important  for  us? 

Brokers  represent  the  purchasers  of  large  property  and  casualty 
insurance  coverage.  Services  include  not  only  the  placement  of  in- 
surance, but  the  complete  review  of  risks  involved  in  a  particular 
construction  project  or  other  activity,  as  well  as  a  particular  risk 
in  a  country. 

We  serve  primarily  as  an  adviser  in  assessing  potential  risks  and 
potential  losses.  Protecting  against  these  losses  may  involve  the 
purchase  of  insurance  or  a  variety  of  other  techniques,  including 
creating  an  offshore  insurance  facility,  reinsuring  a  captive,  or 
things  of  this  nature. 

The  risks  we  help  insure  and  manage  range  from  space  shots  to 
the  construction  of  the  channel,  from  the  Rolling  Stones'  world  tour 
to  McDonald's  world-wide  operations. 

Then  we  look  at  a  country  like  India,  the  second  most  populated 
country  in  the  world,  which  has  refused  to  even  schedule  an3d:hing 
in  the  insurance  industry.  This  is  of  tremendous  concern  to  us. 

As  your  hearing  has  developed  this  morning,  we  have  talked  a 
little  bit  about  the  need  for  infrastructure  in  those  countries.  That 
infrastructure  can  only  be  done  by  companies,  whether  it's  General 
Electric  or  others,  that  are  willing  and  able  to  insure  the  risks  in 
an  appropriate  fashion. 

Not  to  single  out  that  country,  but  they  have  three  captive  insur- 
ance companies.  They  do  a  very  nice  job  of  collecting  premiums,  but 
not  a  very  good  job  of  paying  claims. 

It  puts  our  clients  at  a  little  bit  at  risk. 

Representing,  as  we  do,  most  of  the  Fortune  1000  firms,  as  well 
as  mid-size  firms,  which  are  increasingly  involved  in  foreign  trade, 
we  need  to  be  able  to  follow  our  clients  anywhere  around  the  world, 
offering  comprehensive  solutions  to  their  insurance  and  risk  man- 
agement needs. 
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To  do  this,  we  seek  to  provide  expertise  under  the  same  name 
for  the  same  level  of  service  as  we  do  here  in  the  United  States. 
This  is  impossible  unless  we  have  the  opportunity  to  operate  on  a 
fully  integrated  basis. 

It  is  our  hope  that  through  the  efforts  of  the  USTR  in  the  last 
days  of  negotiations,  we'll  be  able  to  prevail  upon  the  other  coun- 
tries to  improve  their  offers. 

We  must  keep  up  the  pressure.  I  was  delighted  to  hear  Ambas- 
sador Kantor  saying  that  he  and  Secretary  Rubin  will  be  fully  en- 
gaged in  the  negotiations  by  telephone,  and  the  indications  are  that 
there  will  be  senior-level  officials  from  both  of  those  agencies  in  Ge- 
neva, along  with  most  of  the  people  on  this  panel. 

This  is  the  first  of  several  service  industry  sector  negotiations.  If 
we're  not  resolute  in  financial  services,  what  will  happen  in  the 
others  to  come — maritime,  telecommunications,  et  cetera? 

Mr.  Chairman,  I  conclude  my  statement  and  I'd  be  happy  to  an- 
swer any  questions. 

Senator  Bond.  Thank  you  very  much,  Mr.  Modecki. 

Next,  we  have  Mr.  F.  William  Hawley,  director  of  International 
Government  Relations  of  Citicorp/Citibank,  speaking  for  the  Bank- 
ers Association  for  Foreign  Trade. 

Welcome,  Mr.  Hawley. 

STATEMENT  OF  F.  WILLIAM  HAWLEY,  DIRECTOR  OF  INTER- 
NATIONAL GOVERNMENT  RELATIONS,  CITICORP/CITIBANK, 
WASHINGTON,  DC,  ON  BEHALF  OF  THE  BANKERS  ASSOCIA- 
TION FOR  FOREIGN  TRADE 

Mr.  Hawley.  Mr.  Chairman,  Members  of  the  Committee.  I'm  Bill 
Hawley,  director  of  international  government  relations,  Citicorp/ 
Citibank.  I'm  honored  to  appear  today  on  behalf  of  the  Bankers  As- 
sociation for  Foreign  Trade. 

The  members  of  our  association  advocate  the  lowering  of  Govern- 
ment-imposed barriers  to  financial  services  markets  and  has  sup- 
ported the  U.S.  Government's  efforts  to  achieve  this  goal,  both  dur- 
ing the  Uruguay  Round  and  during  this  extended  negotiation, 
which  is  scheduled  to  end  June  30,  1995. 

We  believe  freer  international  trade  in  this  sector  serves  the  in- 
terests of  both  providers  and  consumers  of  such  services  world- 
wide. 

It  also  promotes  economic  development  in  the  emerging  econo- 
mies, as  WTO  director  general  Ruggiero  stated  the  other  day  en 
route  on  his  trip  to  Asia. 

The  financial  services  annex  to  the  General  Agreement  on  Trade 
In  Services  is  based  on  the  principles  of  access  to  markets  and  na- 
tional treatment.  However,  the  way  the  agreement  is  structured, 
these  principles  are  binding  upon  a  signatory  only  with  regard  to 
those  types  of  businesses  and/or  specific  activities  which  that  signa- 
tory government  can  be  persuaded  to  list  in  its  schedule  of  initial 
commitments. 

In  other  words,  if  a  government  leaves  that  schedule  blank,  it 
can  still  sign  the  agreement  and  potentially  get  all  the  benefits. 

This  is  why  the  focus  of  the  negotiation  has  for  some  time  been 
on  negotiating  those  specific  market-opening  commitments.  The  ex- 
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tension  of  the  talks  to  June  30,  1995,  was  decided  upon  in  the  hope 
that  success  could  be  achieved. 

Unfortunately,  as  stated  in  the  Treasury  Department's  April  30, 
1995  report  to  Congress,  that  has  not  happened.  Many  countries 
have  not  only  refused  to  remove  existing  barriers,  but  have  shown 
reluctance  even  to  commit  to  a  standstill  at  current  levels  of  protec- 
tion. 

To  date,  even  the  U.S.  proposal  for  phased-in  market  openings, 
which  was  referred  to  several  times  this  morning,  has  met  with  lit- 
tle or  no  acceptance  by  our  trading  partners. 

It  is  extremely  disappointing  to  see  that  at  this  late  stage,  so  lit- 
tle true  liberalization  is  in  sight  in  this  negotiation. 

The  utmost  must  be  done  in  the  remaining  weeks  to  get  the  more 
reluctant  governments  to  make  serious  commitments.  If  this  does 
not  happen,  the  U.S.  Government  faces  a  difficult  choice. 

Were  it  merely  a  matter  of  accepting  less  than  had  been  hoped 
for,  we  could  simply  sign  and  look  forward  to  the  next  negotiation 
to  get  more  progress. 

But,  unfortunately,  many  of  our  trading  partners  in  the  WTO  are 
demanding  something  much  more  significant,  that  the  U.S.  Gov- 
ernment accept  an  irrevocable,  unconditional  Most-Favored-Nation 
commitment  when  signing  the  agreement  at  the  end  of  this  month. 

Should  this  happen,  the  U.S.  Government  will  have  given  up  po- 
tentially significant  leverage  for  the  future. 

For  example,  it  will  have  foresworn  all  future  rights  to  enact  and 
implement  any  type  of  reciprocal  national  treatment  legislation. 

Accepting  an  MFN  obligation  should  only  be  done  as  part  of  a 
successful  negotiation,  since  it  reduces  our  leverage  for  obtaining 
market  opening  concessions  in  the  future. 

Were  it  to  be  done  in  the  absence  of  significant  liberalizing  com- 
mitments by  others,  it  would  tend  basically  to  freeze  the  already 
open  United  States  and  European  markets  open  and  the  closed 
markets  closed. 

But  this  is  what  many  of  our  trading  partners  are  demanding  of 
the  U.S.  Government. 

If  the  other  members  of  the  WTO  are  basically  telling  us  that  we 
must  be  more  patient  in  getting  broader  access  to  their  markets, 
then  my  response  is  that  they  must  also  be  more  patient  in  getting 
a  100-percent  permanent,  unconditional  Most-Favored-Nation  com- 
mitment from  the  United  States. 

This  negotiation  is  scheduled  to  conclude  at  the  end  of  this 
month.  We  strongly  support  the  U.S.  Government's  declared  posi- 
tion as  stated  clearly  by  both  Secretary  of  the  Treasury  and  by  Am- 
bassador Kantor  and  reiterated  several  times  over  the  last  several 
months,  that  unless  other  commercially  important  countries  are 
prepared  to  commit  to  open  their  markets  to  U.S.  financial  institu- 
tions, the  United  States  will  not  be  prepared  to  accept  an  MFN  ob- 
ligation in  fin£mcial  services  in  the  TWO. 

This  will  preserve  needed  freedom  of  action  for  our  legislators 
and  our  negotiators. 

Finally,  I  wish  to  stress  that  our  main  objective  is  to  achieve 
freer  trade  in  financial  services  world-wide. 
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The  United  States  has  set  an  example  both  by  welcoming  foreign 
banks  into  the  market  and  by  ensuring  their  equal  treatment 
under  the  International  Banking  Act  of  1978  and  other  measures. 

We  very  much  hope  that  sufficient  concessions  will  be  made  by 
the  countries  with  the  more  restricted  markets  to  permit  a  success- 
ful agreement. 

I  commend  the  Chairman  and  the  Members  of  the  Committee  for 
their  interest  in  this  problem  when  so  many  other  issues  are 
crowding  the  agenda,  and  look  forward  to  discussing  any  questions 
you  may  have. 

Thank  you. 

Senator  Bond.  Thank  you  very  much,  Mr.  Hawley.  We  have  a 
busy  schedule,  but  we  want  to  make  sure  that  we  don't  lose  sight 
of  what  we  think  are  some  very  significant  actions. 

I  happen  to  believe  that  this  is  one  of  the  most  significant  things 
that  we  as  a  country  will  be  doing.  If  we  do  it  wrong,  we're  going 
to  be  stuck  for  a  long  time.  We  want  to  make  sure  that  that  doesn't 
happen. 

Next,  we're  very  pleased  to  have  Mr.  Paul  Stevens,  general  coun- 
sel of  the  Investment  Company  Institute. 

STATEMENT  OF  PAUL  STEVENS,  GENERAL  COUNSEL, 
INVESTMENT  COMPANY  INSTITUTE,  WASfflNGTON,  DC 

Mr.  Stevens.  Thank  you,  Mr.  Chairman. 

The  Institute  is  the  National  Association  of  U.S.  Mutual  Fund 
Industry,  and  I'm  very  pleased  to  have  the  opportunity  to  present 
its  views  on  the  current  status  of  these  negotiations. 

We  strongly  support  the  goals  that  were  stated  here  this  morn- 
ing, in  particular,  the  removal  of  the  substantial  barriers  that  now 
deprive  U.S.  mutual  fund  and  pension  managers  of  opportunities  to 
compete  effectively  in  overseas  markets. 

The  Committee  knows  well  that  U.S.  mutual  funds  are  a  great 
American  success  story.  The  industry  is  recognized  as  the  world 
leader  in  investment  products  and  services.  And  our  member  firms 
see  major  potential  to  expand  their  business  activities  in  overseas 
markets,  provided  they're  given  the  fair  chance  to  do  so. 

Expanded  market  access,  importantly,  will  also  benefit  the  U.S. 
economy  in  important  ways.  It  will  help  attract  foreign  capital  to 
the  U.S.  securities  markets.  It  will  also  create  additional  skilled 
jobs  here  at  home. 

Unfortunately,  U.S.  firms,  our  member  firms,  often  face  barriers 
abroad  that  do  not  exist  for  their  foreign  competitors  here  in  the 
United  States.  Specifically,  foreign  countries  often  restrict  the  abil- 
ity of  U.S.  firms  to  advise  and  manage  mutual  funds,  to  advise 
nonfund  clients,  such  as  pension  plans,  and  to  market  offshore 
funds,  including  U.S.  funds,  in  countries  where  that  is  otherwise 
permissible. 

By  way  of  example,  the  Institute's  written  statement  describes 
the  situations  in  Japan,  Korea  and  Taiwan,  three  Asian  markets 
that  are  of  particular  interest  to  the  United  States  mutual  fund  in- 
dustry. 

All  three  have  restricted  the  access  of  U.S.  investment  managers, 
although  firms  from  these  countries  have  freely  entered  and  par- 
ticipate at  significant  levels  in  the  U.S.  market. 
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Now,  from  the  outset  of  the  Uruguay  Round  negotiations,  the  In- 
stitute and  others  have  worked  closely  with  the  U.S.  Government 
to  obtain  liberalization  commitments  in  financial  services. 

Our  position  throughout  has  been  that  unless  the  GATS  agree- 
ment provides  access  to  commercially  important  markets,  the 
United  States  simply  should  reserve  the  right  to  modify  or  with- 
draw its  own  market  access  and  national  treatment  commitments. 

In  the  case  of  Japan,  negotiations  have  yielded  the  United 
States-Japan  bilateral  agreement  announced  in  January.  This 
agreement  promises  a  major  breakthrough  in  access  to  Japan's 
pension  and  mutual  fund  markets.  But  now,  the  United  States 
must  insist  that  Japan  schedule  the  key  commitments  of  the  agree- 
ments in  the  GATS  so  that  they  can  be  enforced  through  the  WTO. 

Despite  the  best  efforts  of  the  Administration,  Congress  and  in- 
dustry, however,  our  broader  market  access  goals  have  not  yet  been 
realized. 

The  April  30,  1995  report  to  Congress  on  the  status  of  the  nego- 
tiations indicates  that  little  progress  has  been  made  in  the  GATS. 
The  offers  described  in  the  report  represent  only  minor,  piecemeal 
efforts  towards  effective  market  access. 

Korea,  for  example,  has  offered  to  "double"  the  ceiling  on  a  for- 
eign firm's  equity  participation  in  a  Korean  mutual  fund  sponsor, 
to  double  it,  from  5  to  10  percent. 

In  our  view,  arbitrarily  limiting  a  United  States  mutual  fund 
manager  to  no  more  than  10  percent  joint  venture  interest  in  a  Ko- 
rean mutual  fund  management  company  does  not  constitute  effec- 
tive market  access. 

As  we  understand  them,  the  offers  received  in  Geneva  in  recent 
weeks  represent  little  further  improvement. 

At  this  point,  the  prospects  for  substantial  further  liberalization 
commitments  are  unclear.  We  remain  hopeful  that  U.S.  trading 
partners  may  yet  be  persuaded  that  it  is  in  their  interest,  no  less 
than  ours,  to  eliminate  market  barriers. 

If,  however,  the  GATS  negotiations  do  not  clearly  accomplish  this 
objective,  the  United  States  must  be  prepared  to  take  appropriate 
action.  This  includes  taking  an  MFN  exemption  and  pursuing  fur- 
ther bilateral  negotiations  as  necessary.  Otherwise,  we  will  assume 
a  legal  obligation  to  keep  our  financial  services  markets  open  to  all 
and  we  will  lose  the  unique  leverage  we  have  today  to  secure  com- 
parable access  to  important  and  growing  foreign  markets. 

Such  a  result  is  simply  unacceptable. 

On  behalf  of  the  Institute,  I  would  commend  the  Committee  and 
all  of  its  Members  on  these  hearings.  We  appreciate  the  oppor- 
tunity to  express  our  views,  and  we'll  take  any  questions  you  may 
have. 

Senator  Bond.  Thank  you  very  much,  Mr.  Stevens. 

And  now,  Mr.  Steve  Judge,  senior  vice  president  for  the  Securi- 
ties Industry  Association. 

Welcome,  Mr.  Judge. 

STATEMENT  OF  STEVE  JUDGE,  SENIOR  VICE  PRESIDENT, 
GOVERNMENT  AFFAIRS,  SECURITIES  INDUSTRY  ASSOCIA- 
TION, WASHINGTON,  DC 

Mr.  Judge.  Thank  you.  Chairman  Bond,  Senator  Faircloth. 
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This  hearing  comes  at  a  critical  juncture.  June  30,  1995,  is  the 
concluding  date  for  the  WTO  financial  services  negotiations. 

To  date,  most  offers  from  other  countries  are  simply  unaccept- 
able. These  offers  do  not  meet  the  U.S.  objective  of  substantial  lib- 
eralization of  commercially  important  developed  and  developing 
countries.  Instead,  these  countries  maintain  numerous  market  bar- 
riers to  U.S.  securities  firms,  which  include  limitations  on  estab- 
lishment, restrictions  on  the  ability  to  make  use  of  currency  trans- 
actions, limitations  on  stock  purchases  by  foreign  investors,  and  ar- 
bitrary and  nontransparent  regulatory  systems. 

In  contrast,  the  U.S.  capital  markets  have  an  open  and  fair  regu- 
latory system.  Here,  foreign  financial  services  firms  face  no  cor- 
responding disadvantages. 

This  gives  our  foreign  competitors  a  structural  advantage  of  pro- 
tection at  home  and  unfettered  opportunity  in  the  United  States. 

Recognizing  this,  the  U.S.  financial  services  industry  believes 
that  including  financial  services  in  the  GATS  negotiations  offered 
the  best  chance  to  develop  a  set  of  principles  and  commitments 
that  would  allow  financial  service  firms  in  all  markets  to  compete 
on  an  equal  basis. 

These  talks  did  not  result  in  the  desired  liberalization  by  the 
conclusion  of  the  round  in  December  1993.  As  a  result,  the  negotia- 
tions were  extended  for  an  18-month  period. 

When  the  talks  end  this  June,  the  United  States  must  decide 
whether  to  grant  Most-Favored-Nation  treatment  in  financial  serv- 
ices. Absent  adequate  liberalization  commitments,  SIA  strongly  be- 
lieves that  the  United  States  should  remain  steadfast  and  take  a 
Most-Favored-Nation  exemption. 

Such  a  position  is  consistent  with  the  primary  goal  of  the  U.S. 
financial  services  industry — to  achieve  substantial  liberalization  of 
commercially  important  developed  and  developing  countries. 

It  is  also  the  same  negotiating  objective  contained  in  Section  135 
of  the  GATT  implementing  legislation.  An  MFN  exemption  would 
allow  the  U.S.  Government  to  deny  the  benefits  of  our  open  mar- 
kets to  financial  service  firms  from  those  countries  that  do  not  pro- 
vide a  reasonable  level  of  access  to  U.S.  firms. 

The  securities  industry  is  seriously  concerned  over  the  current 
state  of  WTO  financial  services  negotiations.  Despite  the  best  ef- 
forts of  U.S.  negotiators,  most  of  our  trading  partners  have  not 
made  acceptable  offers,  nor  is  there  much  indication  they  will. 

Some  offers  fail  to  guarantee  levels  of  access  that  U.S.  companies 
already  enjoy  through  existing  U.S.  investments.  If  the  U.S.  Gov- 
ernment accepts  such  offers,  it  will  put  existing  U.S.  investments 
in  jeopardy. 

Other  offers  amount  to  nothing  more  than  a  standstill.  These  of- 
fers continue  existing  restrictions,  or  possibly  eliminate  one  or  two 
of  a  multitude  of  discriminatory  measures. 

Accepting  standstill  offers  would  reward  countries  which  dis- 
criminate against  U.S.  firms. 

Moreover,  countries  such  as  Japan  and  Korea  have  not  yet  bound 
commitments  they  made  to  liberalize  their  markets  in  other  nego- 
tiations. If  they  do  not,  the  United  States  will  be  unable  to  enforce 
these  commitments  under  the  WTO's  dispute  settlement  proce- 
dures. 
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We  strongly  believe  that  the  current  offers  do  not  constitute  sub- 
stantial liberalization  and  clearly  fall  short  of  Section  135's  condi- 
tion for  granting  MFN  status.  Accepting  the  current  levels  of  offers 
locks  U.S.  markets  open  to  foreign  competitors,  locks  foreign  mar- 
kets closed  to  U.S.  firms,  and  undermines  our  leverage  in  any  fu- 
ture multilateral  or  bilateral  negotiations. 

Claims  that  these  problems  can  be  fixed  in  later  WTO  negotia- 
tions are  misguided  and  must  be  rejected.  Attaining  national  treat- 
ment and  full  market  access  through  WTO  dispute  settlement  pro- 
cedures would  almost  certainly  be  of  little  or  no  relief. 

The  United  States  has  done  its  fair  share  to  push  these  negotia- 
tions towards  a  successful  conclusion.  We  have  offered  national 
treatment  and  full  market  access  to  foreign  securities  firms.  And 
we  have  agreed  to  work  on  reasonable  and  limited  transition  meas- 
ures with  developing  markets. 

The  Administration  and  the  Congress  have  been  vigilant  and  ar- 
dent supporters  of  creating  new  opportunities  for  the  financial 
services  industry  in  foreign  markets.  The  U.S.  securities  industry 
has  always  played  an  integral  role  in  the  U.S.  economic  success 
story. 

Open,  fair,  and  free  international  markets  provide  expanded  op- 
portunities for  U.S.  economic  growth  and  job  creation. 

We  look  forward  to  working  with  you  to  assure  the  WTO  finan- 
cial services  negotiations  provide  expanded  opportunities  for  U.S. 
securities  firms. 

Thank  you. 

Senator  Bond.  Thank  you  very  much,  Mr.  Judge. 

We  return  to  the  questions. 

Mr.  Gwaltney,  in  your  written  testimony,  on  page  3,  you  mention 
the  importance  of  eliminating  nontariff  barriers,  as  well  as  market- 
entry  barriers. 

Are  you  at  all  satisfied  that  any  of  these  nontariff  barriers  have 
been  addressed  in  the  offers  made  by  the  major  developing  coun- 
tries? 

Mr.  Gwaltney.  We're  not  completely  satisfied  that  they  have 
been  addressed  and  some  of  the  countries  that  have  not  given  us 
acceptable  agreements  so  far. 

Senator  Bond.  Looking  at  what's  gone  on  over  10  years,  are  we 
just  trying  to  do  this  at  the  wrong  time?  Would  we  be  better  off 
to  put  this  back  for  a  while,  delay  it,  and  focus  instead  on  telecom, 
maritime  issues,  and  maybe  negotiate  a  few  bilaterals  and  then 
come  back  in  a  few  years  to  take  another  stab  at  a  multilateral 
agreement? 

Mr.  Gwaltney.  No,  we  don't  agree  with  that.  It  would  not  be  fair 
to  lock  our  markets  open  while  the  other  countries'  markets  are 
closed. 

From  a  manufacturer's  point  of  view,  if  we  are  to  go  into  these 
countries  and  create  manufacturing  facilities  and  jobs  in  these 
countries,  we  should  also  be  able  to  go  in  from  a  financial  services 
perspective  and  provide  services  to  retail  customers,  commercial 
customers  and  also  to  help  us  sell  our  products. 

Senator  Bond.  Mr.  Modecki,  you  mentioned  India,  the  second 
largest  potential  market  in  the  world. 
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Do  you  see  any  way  that  India  could  in  the  next  3  weeks  make 
an  offer  that  would  be  sufficient  to  give  your  members  the  comfort 
to  recommend  the  United  States  go  ahead  and  sign  a  deal? 

Do  you  see  any  signs  of  hope? 

Mr.  MODECKI.  Senator,  I  think  they  could  if  they  wished  to. 

We  were  talking  earlier  about  transition  periods.  Clearly,  they 
would  not  have  to  bind  their  markets  open  at  the  moment.  That 
would  be  clearly  a  step  in  the  right  direction. 

As  you  know,  the  Indian  situation  is  complicated  by  the  move- 
ment of  natural  persons  issue,  the  H4B  visa  and  some  other  issues 
that  are  nonnegotiable  on  the  part  of  India. 

But,  yes,  I  think  there  is.  If  there  was  a  willingness  by  the  politi- 
cal leaders  of  India,  I  think  something  could  be  accomplished. 

Senator  Bond.  To  take  a  look  at  the  other  side,  if  nothing  does 
happen  there,  from  the  viewpoint  of  your  members,  do  you  see  any 
significant  downside  to  our  taking  an  MFN  exemption,  going  for- 
ward with  the  effort  to  negotiate  a  series  of  bilateral  agreements 
as  an  alternative  to  taking  the  agreement  before  us  today? 

Mr.  MODECKI.  I  would  not  like  to  see  us  start  going  on  bilaterally 
on  these  issues. 

I  think  the  future  of  the  WTO,  to  some  extent,  and  resolve  of  this 
country  means  we  must  have  these  issues  resolved  now.  You  asked 
Mr.  Gwaltney  just  a  moment  ago  about  possible  delay  of  these  ne- 
gotiations. 

They've  already  been  delayed,  18,  20  months.  They  were  sup- 
posed to  have  been  concluded  back  in  1993. 

Now  is  the  time  to  get  this  resolved,  to  get  it  resolved  on  a  fair 
and  equitable  basis,  and  I'm  hopeful  that  we  can  do  that. 

Senator  Bond.  But  if  we're  only  going  to  get  about  halfway  there, 
do  you  think  it's — would  your  members  rather  see  a  partial  multi- 
lateral victory,  given  the  problems  that  we  see  all  over  the  map, 
than  to  postpone  it? 

Or  would  you — I  asked  Secretary  Rubin  if  we  should  go  back  and 
if  he  should  extend  the  negotiating  period.  Which  of  those  three 
would  be  your  option? 

Mr.  MODECKI.  Senator,  it's  very  difficult  to  say.  As  we  know  in 
these  negotiations,  the  last  3  weeks  is  like  the  first  3  years.  Every- 
thing happens  at  the  last  minute. 

Without  some  more  specifics,  I  think  it  would  be  premature  to 
say. 

I  would  say  that  if  we  saw  some  movement  in  India  and  several 
other  countries,  we  could  go  along  with  a  United  States  decision  to 
approve  the  agreement. 

Absent  that,  we'd  have  a  more  difficult  time.  But  we  need  to 
have  all  the  facts  on  the  table. 

Senator  Bond.  Let  me  address  that  last  question  again  to  Mr. 
Hawley,  on  behalf  of  your  members. 

Where  would  your  members  come  down,  assuming — obviously, 
right  now,  most  everybody  is  saying,  it's  a  bad  deal.  If  we  made 
partial  progress,  would  your  members  see  more  of  a  downside  to 
taking  an  MFN  exemption,  going  forward  with  bilateral  agree- 
ments? Or  would  it  be  better  to  extend  negotiations  or  would  it  be 
better  to  sign  a  halfway  measure? 
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Mr.  Hawley.  It's  hard  to  really  make  a  definitive  choice  there 
without  seeing  what  happens  during  this  critical  last  period. 

As  you  know,  negotiators  typically  play  the  cards  very  close  to 
their  chest  until  the  pressures  of  the  last  home  stretch  are  on. 

I  think  the  decision  then,  as  I  mentioned  in  my  testimony,  will 
turn  on  whether  what  we  have  accomplished  justifies  giving  up  the 
freedom  of  action  that  the  U.S.  Government  has  in  this  area  or  not. 

Right  now,  national  treatment,  unconditional  national  treatment 
is  the  law  of  the  land  in  the  United  States  and  has  been  ever  since 
1978,  with  the  International  Banking  Act's  passage. 

But  that  is  a  unilateral  decision  of  the  United  States.  That  can 
be  changed  any  time,  and  there  have  been  many  proposals  for  mak- 
ing modest  changes  there  so  that  we  could  get  at  some  of  these 
problems  and  create  some  leverage. 

I  think  it's  essential  to  keep  that  freedom  of  action,  if  we  do  not 
get  what  we're  looking  for  here  in  terms  of  a  sufficient  number  of 
real  commitments  from  the  other  countries,  whether  they're  com- 
mitments for  immediate  execution  or  whether  they  are  very,  very 
specific  phase-ins,  as  we  were  able  to  get  from  the  Mexican  govern- 
ment in  the  NAFTA  negotiation,  where  it's  not  just  to  delay  and 
an  agreement  to  talk  later.  It's  an  actual  calendar  of  specific  mar- 
ket share  increases  and  specific  improvements  in  market  access  on 
very  specific  dates  certain. 

And  if  we  fail  to  get  either  immediate  or  phased-in  commitments 
that  come  up  to  a  critical  mass,  then  I  think  it's  essential  both 
from  the  standpoint  of  U.S.  legislator  roles  and  flexibility,  freedom 
of  action,  and  in  terms  of  future  negotiations,  that  we  keep  our 
powder  dry  and  have  some  leverage  that  we  can  use  in  the  future. 

Senator  Bond.  Our  Chairman  and  Ranking  Member  have  left. 
But  I  might  ask  something  in  which  they've  taken  a  lead  role  in 
the  past. 

They  have  been  very  responsible  for  the  success  in  this  Commit- 
tee and  the  Senate.  If  no  agreement  is  reached  that  allows  us  to 
remove  our  MFN  exemption,  do  you  see  passage  of  the  Fair  Trade 
In  Financial  Services  legislation  being  an  important  step? 

Would  that  help  or  would  some  other  legislative  action  be  more 
important? 

Mr.  Hawley.  We  have  taken  positions  with  respect  to  specific 
bills  of  this  type  that  have  come  up  in  the  past,  based  on  our  per- 
ception and  based  on  the  guidance  of  the  chief  U.S.  negotiators  in 
the  Treasury  Department  as  to  what  does  best  give  them  the  weap- 
ons that  they  need  in  a  given  negotiation. 

As  you  will  recall,  in  the  closing  phases  of  the  Uruguay  Round, 
when  the  Treasury  Department  viewed  it  as  essential  to  their  ne- 
gotiating position  at  that  time  to  have  the  Fair  Trade  in  Financial 
Services  bill  passed  and  this  body  was  able  to  do  that,  we  appeared 
in  hearings  and  testified  very  strongly  in  support  of  giving  the 
Treasury  negotiators  that  backing  to  have  that  piece  of  legislation. 

As  you  have  noted,  it  did  not  survive  the  full  congressional  proc- 
ess. 

I  think  when  this  comes  up  again,  we  again  will  be  trying  to  con- 
sult with  the  negotiators  and  see  what  type,  whether  the  same  type 
of  legislation  or  whether  a  different  type  of  legislation  will  give 
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them  the  weapons  they  need  in  order  to  be  successful  in  the  ongo- 
ing process. 

Senator  BOND.  Thank  you,  Mr.  Hawley.  I'm  going  to  turn  to  my 
colleague,  Senator  Faircloth,  who  has  a  wide-open  field  to  ask  a 
bunch  of  questions  that  haven't  been  asked  before. 

Senator  Faircloth. 

Senator  Faircloth.  Thank  you.  Senator  Bond. 

I  would  like,  if  I  may,  the  other  four  members  of  the  panel,  some- 
what briefly,  since  time  is  moving  on  here,  to  answer  that  same 
question  that  Senator  Bond  just  asked  Mr.  Hawley. 

If  these  negotiations  are  not  satisfactorily  concluded,  should  we 
go  to  the  Congress  to  pass  the  Fair  Trade  in  Financial  Services  Act 
and  stiffen  it? 

I  think  you  observed  here  clearly  this  morning  that  there  is  a 
wide-open  bipartisan  support  for  doing  something  that  pretty  much 
we're  all  worn  out  with  conversations  and  meetings  and  rules  and 
regulations  and  come  back  home  and  nothing  happens. 

I'll  start  with  you.  Very,  very  briefly  because  let's  get  on  with  it. 

What  do  you  think?  Should  we  or  shouldn't  we? 

Mr.  GWALTNEY.  As  we  have  supported  the  fair  trade  legislation 
in  the  past,  we  continue  to  support  it.  We  would  prefer  that  the  sit- 
uation is  resolved  in  the  GATS.  But  if  it's  not,  we  would  support 
it. 

Mr.  MODECKI.  Senator,  we  would  also  be  supportive  of  the  Fair 
Trade  in  Financial  Services  Act,  if  nothing  transpires  in  Geneva, 
June  30,  1995. 

Senator  Faircloth.  Mr.  Stevens. 

Mr.  Stevens.  Well,  the  Institute  has  testified  in  the  Committee 
in  support  of  the  Fair  Trade  in  Financial  Services  legislation  on 
several  occasions,  I  think. 

If  nothing  further  is  achieved,  if  it  is  as  it  stands  today  come 
June  30,  1995,  I  think  the  Institute's  members  would  say,  that's  a 
bad  agreement  and  no  agreement  is  better  than  that. 

It's  difficult  to  predict  what  will  happen  in  the  next  3  weeks  be- 
cause, as  I  think  has  been  mentioned  several  times  this  morning, 
these  things  tend  to  go  down  to  the  wire  like  a  good  poker  game. 
Senator. 

Mr.  Judge.  SIA  has  strongly  supported  Fair  Trade  in  Financial 
Services  legislation. 

Senator  Faircloth.  This  was  really  the  question  I  had,  Mr. 
Chairman,  and  I  think  it's  really  the  issue  here.  The  question,  are 
we  going  to  be  bluffed  one  more  time?  And  how  many  times  do  we 
get  bluffed  before  we  begin  to  look  like  we're  somewhat  effete  and 
incapable  of  coming  up  with  a  worthwhile  negotiation  or  contract. 

As  I  say,  it's  been  going  on  for  15,  20  years.  The  American  people 
are  of  the  opinion  that  we  have  been  outtraded  repeatedly  over  and 
over  in  every  phase  of  foreign  negotiation. 

We've  opened  our  markets  wide  open  to  everybody  world-wide 
and  have  been  totally  ineffective  in  getting  agreements  that  protect 
us  arouna  the  world.  And  we  simply  do  not  have  the,  as  was  men- 
tioned somewhat  earlier  today,  we  simply  do  not  have  the  financial 
resources,  the  wealth.  We  keep  calling  ourselves  the  wealthiest  na- 
tion in  the  world.  But  if  we  paid  our  debts,  I'm  not  sure  how 
wealthy  we'd  be. 
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So  I  think  it's  time  that  we  faced  up  to  reality  that  our  wealth 
is  not  infinite  and  either  we  trade  hard  with  the  rest  of  the  world 
or  we're  going  to  face  some  sort  of  a  fiscal  crisis,  the  likes  of  which 
we  have  never  seen  before. 

I  thank  you. 

Mr.  MODECKI.  Senator,  if  I  may  just  respond. 

I  think  your  statements  and  the  statements  of  the  other  Senators 
here  today  have  sent  a  clear  message  across  the  pond.  And  Jeff" 
Lang  and  Jeff  Schafer  and  others  who  are  in  Geneva,  I'm  sure  are 
already  receiving  reports  about  the  steadfastness  of  the  U.S.  posi- 
tion and  that  there  is  no  dichotomy  between  the  Republicans  and 
the  Democrats  on  this  issue,  or  between  the  Congress  and  the  Ad- 
ministration. 

I  think  that  will  substantially  strengthen  our  hand  as  we  go  for- 
ward. 

Senator  Faircloth.  I  think  Senator  Bond  has  served  the  Nation 
well  in  calling  this  meeting  and  getting  his  message  out. 

And  Mr.  Chairman,  I  thank  you. 

Senator  Bond.  Thank  you  very  much.  Senator  Faircloth.  I  think 
the  witnesses  who  appeared  before  us  today  and  certainly  the 
Members  on  both  sides  of  the  aisle  have  made  it  clear.  We  wanted 
to  erase  any  doubt  and  we  very  much  appreciate  it. 

Let  me  just  ask  a  couple  of  quick  closing  questions. 

Mr.  Stevens,  I  was  interested  in  where  you  see  the  most  impor- 
tant future  for  the  ICI  members,  what  countries  you  see  as  being 
the  best  opportunities.  What  do  their  offers  look  like  to  you? 

Mr.  Stevens.  Well,  a  number  of  them  have  been  referred  to  al- 
ready this  morning. 

The  Japanese  market  is  obviously  one  that  is  of  critical  impor- 
tance to  us.  That's  why  we  were  pleased  with  the  agreement  that 
was  announced  in  January  and  why  we  want  to  make  sure  that  it's 
memorialized  in  the  schedules  that  are  filed  by  Japan. 

We've  been  following  that  closely. 

Korea,  interestingly  enough,  is  the  8th  largest  and  a  very  fast- 
growing  mutual  fund  market.  That's  enough  reason  for  our  interest 
there.  Our  members  are  interested  in  Taiwan,  which  represents  a 
different  case  because  it  would  become  a  signatory  at  a  later  point 
to  the  GATT  agreement  and  we  want  to  make  sure  that  we're  posi- 
tioned there  as  well,  to  get  the  right  kind  of  market  access  in  Tai- 
wan. 

So  those  are  three  important  countries  for  us  that  we've  been  fol- 
lowing closely. 

Senator  Bond.  Mr.  Judge,  same  question  with  respect  to  the  se- 
curities industry. 

You  see  about  the  same  opportunities  in  the  world  market,  or  do 
you  have  some  other  priorities? 

Mr.  Judge.  I  think  those  are  three  very  important  countries. 

In  addition,  the  ASEAN  countries — Indonesia,  Malaysia,  the 
Philippines,  Singapore  and  Thailand — are  extremely  important. 
And  the  offers  that  are  reported  from  those  countries  do  very  little 
to  open  up  their  markets. 

In  some  cases,  these  countries  do  not  guarantee  existing  access. 

We  feel  those  are  extremely  important.  And  Korea,  as  well. 
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Senator  Bond.  I've  done  a  great  deal  of  work  recently  in  the 
ASEAN  countries.  I  certainly  hope  we  will  see  a  greater  willingness 
to  open  up  to  the  United  States  and  world  financial  markets  be- 
cause with  the  phenomenal  savings  rate,  tremendous  investment, 
those  countries  are  growing.  They're  building  infrastructure.  They 
have  phenomenal  savings  and  I  believe  that  access  by  our  firms 
could  afford  the  citizens  and  the  entities  within  those  countries 
even  greater  opportunities  to  take  advantage  and  to  maximize  their 
savings. 

Let  me  ask  if  there  are  any  points,  any  burning  points  that  any 
of  you  had  hoped  to  make  in  response  to  an  answer  to  a  question 
that  did  not  get  asked. 

I  always  hate  to  close  down  without  giving  one  last  opportunity 
for  everybody — Mr.  Gwaltney,  any  closing  comments? 

Mr.  Gwaltney.  Senator  Bond,  I  would  just  like  to  reiterate  that 
our  position  is  no  agreement  is  much  better  than  a  weak  or  ineffec- 
tive agreement,  that  would  lock  open  our  markets  and  keep  their 
markets  closed,  and  in  some  instances  damage  businesses  that  are 
already  operating  in  these  countries  and  may  cause  divestiture  of 
their  businesses  and  seizure  of  their  assets. 

Senator  Bond.  Mr.  Modecki. 

Mr.  Modecki.  Senator,  nothing  else  to  add. 

Senator  BOND.  Mr.  Hawley. 

Mr.  Hawley.  Just  to  emphasize  that  there's  been  some  discus- 
sion of  some  of  the  improved  offers  that  have  drifted  into  Geneva 
from  some  countries  that  are  somewhat  peripheral  to  the  central 
problem  here. 

Just  a  reminder  that  in  our  concept,  this  negotiation  was  to  be 
about  opening  the  closed  markets,  not  about  opening  the  markets 
that  are  already  open. 

So  our  focus  is  very  much  on  the  difficult  cases.  This  is  the  one 
chance  to  make  this  decision.  Once  we  give  up  our  exemption  to 
MFN,  we've  really  closed  that  door  and  lost  a  lot  of  flexibility. 

So  I  would  just  emphasize  our  interest  in  the  most  restricted 
markets,  which  happen  to  be  in  those  very  fast-growing  economies 
that  have  been  referred  to  several  times  this  morning. 

I  think  it's  in  the  mutual  interest,  both  of  the  providers  of  finan- 
cial services,  and,  as  I  said  in  my  statement,  of  the  economic  devel- 
opment of  those  countries  for  them  to  open  up  these  service  bar- 
riers. 

Senator  BOND.  Mr.  Stevens. 

Mr.  Stevens.  Very  quickly.  Senator,  I  would  just  underscore  the 
last  point  that  you  made. 

When  we  presented  the  report  that  the  Institute  had  prepared  in 
connection  with  the  Japanese  pension  market,  it  was  motivated  by 
a  desire  to  get  access  to  that  market.  But  the  most  compelling  ar- 
gument, I  think,  on  the  Japanese  side  was  that  market  access  and 
liberalization  is  good  for  the  Japanese,  good  for  the  Japanese 
consumer. 

And  the  irony  of  all  this  is  that  we're  trying  not  only  to  do  some- 
thing good  for  our  own  industry,  but  also  something  that  will  bene- 
fit our  trading  partners  at  the  end  of  the  day. 

And  I  hope  they'll  see  it  in  that  light. 
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Senator  Bond.  Sorry  that  the  television  left  prior  to  the  time  you 
said  that. 

Mr.  Judge. 

Mr.  Judge.  I  would  like  to  reiterate  the  point  that  Mr.  Stevens 
made.  I  think  that's  very  important. 

I  think  the  other  point  is  that  our  trade  negotiators  have  really 
one  tool  left,  one  high  card  in  their  hand.  And  that's  the  MFN  ex- 
emption. I  think  they  ought  to  be  willing  to  play  that.  And  we've 
seen  indications  today  that  they  are,  and  that  pleases  us  very 
much. 

Senator  Bond.  Well,  thank  you,  gentlemen.  We  very  much  appre- 
ciate your  testimony,  your  time,  your  willingness  to  answer  ques- 
tions. 

We'd  like  to  leave  the  record  open  for  other  colleagues  who  may 
review  this  record  and  have  questions  to  submit  to  you. 

We  also  would  say  that  if  you  have  further  thoughts  or  follow- 
up  or  comments  that  you'd  like  to  be  included  in  the  record,  assum- 
ing in  the  hope,  faint  as  it  may  be,  that  there  may  be  some  break- 
throughs, if  you  wish  to  communicate  with  this  Committee,  we 
would  be  delighted  to  have  your  comments  on  any  progress,  if  any 
progress,  on  the  negotiations. 

We  very  much  appreciate  your  guidance  and  thank  you  for  tak- 
ing the  time  to  be  with  us  today. 

The  hearing  is  adjourned. 

[Whereupon,  at  12:20  p.m.,  the  Committee  was  recessed.] 

[Prepared  statements  of  witnesses  follow:] 
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PREPARED  STATEMENT  OF  SENATOR  BARBARA  BOXER 

Mr.  Chairman,  thank  you  for  calling  this  hearing.  It  comes  at  an  important  time. 

The  United  States  has  been  negotiating  multilateral  agreements  covering  finan- 
cial services  since  1986.  Our  goal  in  those  negotiations  has  the  eventual  establish- 
ment of  complete  and  reciprocal  access,  on  a  multinational  basis,  to  financial  and 
insurance  markets  among  nations. 

That  is  a  worthy  goal  oecause  free  trade  promotes  world-wide  development,  efii- 
ciency,  and  prosperity. 

This  hearing  comes  3  weeks  before  the  end  of  those  negotiations.  Unfortunately, 
we  don't  appear  to  be  achieving  our  goal  with  respect  to  certain  countries,  some 
large,  some  small  but  developed. 

I  understand  that  there  is  still  a  chance  of  success — that  often  progress  is  made 
at  the  very  end  of  negotiations  when  everyone  must  show  their  final  hand — nonethe- 
less the  results  at  this  point  do  not  look  promising. 

A  number  of  other  countries  apparently  believe  that  the  United  States  is  willing 
to  give  them  Most  Favored  Nation  (MFN)  status — even  though  they  are  unwilling 
to  reciprocate  by  giving  us  the  same,  unfettered  access  to  their  markets  we  would 
give  to  them. 

I  am  for  free  trade — when  it  is  fair  trade.  I  don't  consider  allowing  other  countries 
to  take  advantage  of  us — reaping  profits  in  the  U.S.  market  while  refusing  to  allow 
us  the  same  opportunity  in  their  country — is  fair. 

In  these  negotiations  the  United  States,has  been  more  than  fair,  even  ofiering  to 
let  other  countries  negotiate  the  gradual  opening  of  their  domestic  markets  to  U.S. 
firms.  TTie  goal  of  free  trade  has  been  so  important  that  we  have  been  willing  to 
allow  access  to  occur  over  a  span  of  several  decades  as  long  as  the  result  is  Tree 
trade. 

Unfortunately,  a  number  of  countries  remain  unwilling  to  respond  to  that  offer. 
Some  countries  have  even  tabled  offers  containing  access  to  their  markets  that  is 
more  restrictive  than  their  current  laws — in  other  words  their  offers  are  a  step  back- 
wards. 

I  hope  the  June  30,  1995  deadline  will  cause  them  to  change  their  minds  and  offer 
acceptable  access. 

If  they  are  not  willing  to  do  that,  I  believe  we  should,  in  a  timely  manner,  con- 
sider legislation  that  would  empower  the  United  States  to  deny  unwilling  nations 
any  greater  access  to  our  markets  than  they  grant  us  to  theirs.  This  Committee  has 
considered  such  a  bill  before,  as  recently  as  last  year,  and  approved  it  by  an  over- 
whelming vote  of  17-2. 

Granting  such  authority  would  be  prudent  and  fair.  Invoked  in  a  limited  number 
of  instances  it  should  not  imperil  trade  between  the  vast  number  of  nations  who 
believe,  as  we  do,  in  free  trade.  It  may  require  a  great  volume  of  additional  negotiat- 
ing, on  a  bilateral  basis,  but  in  the  end,  we  will  have  improved  access  to  markets 
in  financial  services  in  most  countries,  without  allowing  certain  countries  to  take 
unfair  advantage  of  our  commitment  to  free  trade. 

Mr.  Chairman,  I  am  interested  in  hearing  from  our  negotiators  and  from  rep- 
resentatives of  many  of  the  private  entities  affected  by  the  outcome  of  the  negotia- 
tions. Thank  you  for  these  hearings. 


PREPARED  STATEMENT  OF  ROBERT  E.  RUBIN 

Secretary,  U.S.  Department  of  the  Treasury,  Washington,  DC 
June  8,  1995 

Introduction 

Mr.  Chairman,  Members  of  the  Committee,  I  am  pleased  to  discuss  with  vou  the 
status  of  the  financial  services  negotiations  now  underway  under  the  General  Agree- 
ment on  Trade  in  Services  (GATS)  of  the  World  Trade  Organization  (WTO).  We  are 
working  very  hard,  through  talks  in  Geneva  as  well  as  high-level  meetings  around 
the  world,  to  win  new  opportunities  for  our  firms  to  compete  world-wide.  Our  goal 
is  to  gain  commitments  from  the  key  developed  and  developing  countries  that  they 
will  open  their  markets  to  our  financial  services  firms,  and  treat  our  firms  as  well 
as  they  treat  their  own.  Specifically,  we  want  these  key  countries  to  commit  through 
the  GATS  to  granting  our  firms  substantially  full  access  to  their  markets,  and  na- 
tional treatment  in  those  markets,  within  some  defined  time  period. 

Offers  now  on  the  table  remain  inadequate.  In  order  for  the  United  States  to  ac- 
cept an  MFN  obligation,  other  countries  must  make  commitments  to  maintain  our 
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firms'  current  access,  extend  national  treatment  to  U.S.  and  other  foreign  firms,  and 
remove  serious  impediments  to  access. 

The  Importance  of  Financial  Services 

Let  me  explain  why  we  have  placed  so  much  emphasis  on  financial  services.  There 
are  two  chief  reasons:  to  help  the  U.S.  economy,  and  to  advance  the  world's  interests 
in  the  development  of  international  capital  markets. 

First  and  foremost,  financial  services  are  an  area  of  enormous  importance  to  the 
United  States  economy.  Our  financial  companies  accounted  for  over  7  percent  of 
GDP  in  1993 — more  than  $450  billion  in  revenues.  U.S.  firms  are  global  leaders  in 
scores  of  financial  industries  with  enormous  worldwide  potential — mutual  fund 
management,  asset  securitization,  investment  banking — to  cite  but  a  few.  We  have 
a  very  strong  competitive  advantage  in  this  burgeoning  area. 

Our  cross-border  exports  of  financial  services  already  amounted  to  some  $8.5  bil- 
lion in  1994,  excluding  U.S.  affiliates  of  foreign  firms.  These  exports  have  enjoyed 
average  annual  growth  of  more  than  10  percent  over  the  past  3  years.  A  market- 
opening  agreement  would  set  the  stage  for  continued  strong  growth  by  American 
firms.  We  simply  cannot  allow  this  important  United  States  sector  to  be  excluded 
from  progress  in  the  international  trading  system. 

American  financial  services  firms  can  move  rapidly  to  take  advantage  of  new  op- 
portunities when  government-made  ban-iers  are  removed.  By  way  of  example,  U.S. 
firms  began  calling  Treasury  ofiicials  within  hours  after  Japan  agreed  to  create  a 
new  asset-backed  securities  market  last  February,  asking  for  information  about  how 
they  could  move  ahead  with  specific  transactions.  That  is  how  quickly  U.S.  firms 
can  seize  new  opportunities,  when  inhibiting  foreign  regulations  are  cleared  away. 

There  is  another  reason  why  we  have  devoted  so  much  effort  to  financial  services. 
The  development  of  global  financial  markets  has  a  significance  which  goes  far  be- 
yond their  importance  to  specific  firms,  or  even  to  the  United  States  alone.  More 
than  ever  before,  well-functioning  capital  markets  are  essential  to  the  health  of  the 
world  economy.  Capital  needs  in  emerging  markets  are  outstripping  the  capacity  of 
traditional  financial  systems.  State  of  the  art  banking  and  broad,  deep  securities 
markets  are  needed  to  mobilize  funds  for  electrical  power,  telecommunications,  and 
other  infrastructure. 

Allowing  in  foreign  firms  with  high  levels  of  expertise  is  one  of  the  surest  ways 
to  help  deepen  a  nation's  capital  markets.  That  opens  up  broad  new  avenues  for  eco- 
nomic progress  world-wide.  American  firms  can  lead  the  way. 

Post-Uruguay  Round  Negotiations 

The  talks  in  which  we  are  now  engaged  are  an  extension  of  the  Uruguay  Round 
GATS  negotiations  completed  in  December  1993.  As  you  know,  we  entered  the  Uru- 
guay Round  seeking  to  level  the  financial  services  playing  field.  We  wanted  to  win 
commitments  from  other  countries  that  they  would  grant  our  firms  substantially  full 
market  access  and  national  treatment — the  same  kind  of  access  and  treatment 
which  it  has  been  our  practice  to  grant  to  foreign  firms.  That  was  the  condition 
upon  which  we  insisted,  if  we  were  to  bind  our  own  market-opening  practices  under 
the  GATS,  by  committing  ourselves  to  granting  Most  Favored  Nation  (MFN)  status 
to  all  WTO  member  countries. 

A  few  parties  to  the  negotiations  made  offers  that  would  have  provided  what  we 
were  seeking.  However,  many  offers  did  not  provide  acceptable  market  access  and 
national  treatment  commitments.  Countries  sought  to  maintain  a  range  of  restric- 
tions— from  prohibitions  on  new  licenses  for  foreign  firms  to  discriminatory  regu- 
latory and  legal  requirements — that  could  not  be  justified,  except  as  a  way  of  keep- 
ing foreign  firms  out.  Some  also  held  back  from  committing  themselves  to  allowing 
U.S.  firms  now  in  their  markets  to  continue  operations  on  current  terms.  In  the  end, 
we  could  not  conmiit  ourselves  to  granting  essentially  full  market  access  and  na- 
tional treatment  to  firms  from  other  countries  that  would  not  open  their  markets 
to  our  firms  and  commit  to  keeping  them  open.^ 

Rather  than  locking  ourselves  into  a  Hawed  pact,  we  reached  an  interim  agree- 
ment. The  United  States  and  some  others  took  a  broad  exemption  to  the  GATS  most 
favored  nation  obligation.  However,  we  agreed  to  suspend  the  exemption  for  the  first 
6  months  of  the  World  Trade  Organization's  existence,  while  we  negotiated  further. 

The  deadline  for  these  extended  negotiations  is  June  30. 


^For  a  description  of  specific  onbrs  made  by  other  GATS  members  at  the  close  of  the  Uruguay 
Round,  see  Report  on  Status  of  Financial  Services  Negotiations  Under  the  General  Agreement 
on  Trade  in  Services,  April  30,  1995,  p.  5-7. 
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Progress  Since  December  1993 

Treasury  and  USTR  officials  have  held  several  rounds  of  negotiations  with  WTO 
members  over  the  past  16  months.  In  addition,  top-level  officials  from  Treasury 
have  met  with  many  of  their  foreign  counterparts  to  stress  our  concerns  about  the 
need  for  stronger  conmiitments,  if  a  GATS  agreement  is  to  be  reached.  It  has  been 
a  frequent  theme  in  my  meetings  with  other  countries'  finance  ministers. 

To  further  the  negotiations,  the  United  States  has  taken  a  new  approach  since 
December  1993.  Realizing  that  financial  market  liberalization  takes  time  in  develop- 
ing countries,  we  have  told  our  negotiating  partners  that  they  may  ofi'er  to  imple- 
ment market-opening  commitments  over  a  transitional  phase.  We  will  agree  to  such 
a  phase-in  so  long  as  it  is  limited,  provides  substantially  full  national  treatment, 
and  ends  with  substantially  full  market  access  for  our  own  and  other  foreign  firms. 

We  have  made  some  headway.  The  bilateral  financial  services  agreements  with 
Japan  on  banking  and  securities  negotiated  by  Treasury  and  on  insurance  nego- 
tiated by  USTR  earlier  this  year  removed  one  significant  hurdle  in  the  way  of 
progress  in  GATS.  The  Administration  has  already  briefed  Congress  on  the  scope 
of  uiese  important  agreements.  To  summarize,  the  Japanese  assented  to  the  most 
comprehensive  set  of  market-opening  measures  in  a  decade,  including  access  to  the 
$1.5  trillion  fund  management  market,  liberalization  of  an  array  of  securities  instru- 
ments, and  extensive  deregulation  of  capital  controls  which  disadvantaged  foreign 
firms. 

Japan  has  pledged  to  bind  the  benefits  we  received  in  our  agreements  in  its  GATS 
schedule,  as  appropriate.  It  is  important  for  Japan  to  do  so  and  thereby  subject  its 
commitments  to  WTO  discipline. 

With  Japan  having  moved,  the  stage  is  set  for  other  nations  to  come  forward  with 
good  offers  in  the  GATS. 

Negotiations  with  other  WTO  members  have  intensified  since  we  reached  our 
agreements  with  Japan.  Bilateral  and  multilateral  talks  were  held  in  Geneva  over 
the  week  of  March  27.  On  my  mid-April  trip  to  India  and  other  Asian  states  I  met 
with  several  finance  ministry  colleagues;  I  stressed  how  important  it  is  for  them  to 
improve  their  offers.  Countries  submitted  new  offers  in  mid-May,  and  another  round 
of  talks  was  held  over  the  week  of  May  15.  Our  negotiators  are  in  Geneva  at  this 
very  moment,  hammering  away  to  attain  our  objectives. 

We  have  made  some  progress  with  other  WTO  members.  Argentina,  the  then  12 
member  European  Union,  New  Zealand,  and  Switzerland  all  ofTered  substantially 
full  market  access  and  national  treatment  in  banking  and  securities  in  their  Decem- 
ber 1993  ofTers.  Since  then,  Norway  and  South  Africa  have  come  forward  with  simi- 
lar, high-quality  commitments.  Moreover,  Austria,  Finland,  and  Sweden  have  joined 
the  EU  and  would  be  covered  by  the  Union's  very  good  schedule. 

A  number  of  other  countries'  offers  have  improved  somewhat  since  December 
1993,  although  problems  remain  with  them.  One  Latin  American  country  has 
pledged  to  eliminate  minimum  capital  requirements  that  discriminate  between  for- 
eign and  domestic  institutions.  An  important  Asian  country  has  proposed  commit- 
ting itself  to  binding  already-implemented  regulatory  changes  within  the  GATS 
framework.  Other  countries  have  offered  small  increases  in  market  access  or  im- 
provements in  the  range  of  services  that  foreign  firms  can  provide. 

Unfortunately,  the  improvements  offered  by  these  and  other  countries  to  date  re- 
main inadequate.  Let  me  cite  just  a  few  of  the  barriers  we  are  up  against.  Some 
very  important  markets  want  to  continue  limiting  the  number  of  licenses  granted 
to  foreign  firms.  Others  want  to  reserve  the  right  to  restrict  entry  by  foreign  firms 
entirely,  or  limit  the  ways  foreign  firms  can  enter — whether  through  branches  or 
subsidiaries.  Some  countries  want  to  retain  the  right  to  discriminate  against  for- 
eigners with  regulations  that  have  no  prudential  justification,  such  as  discrimina- 
tory capital-asset  ratio  requirements.  Still  others  want  to  apply  rules  that,  for  all 
practical  purposes,  would  keep  out  foreign  asset  managers  and  investment  advisors. 

Some  oifers  stop  short  of  even  protecting  the  current  rights  of  firms  already  estab- 
lished in  a  market. 

The  Final  Opportunity 

Mr.  Chairman,  our  officials  are  cun'ently  in  Geneva,  where  the  final  stage  of  ne- 
gotiations is  underway.  As  I  have  said,  present  offers  remain  inadequate.  I  strongly 
nope  that  other  countries'  offers  will  improve  to  the  point  where  we  can  whole- 
heartedly enter  into  an  agreement,  and  accept  an  MFN  obligation. 

To  be  sure,  the  decision  to  accept  or  refuse  an  MFN  obligation  is  a  tough  one. 
The  benefits  of  accepting  an  MFN  obligation  could  be  substantial.  Countries  which 
have  made  attractive  market-opening  commitments  would  bind  those  commitments 
through  the  GATS.  U.S.  firms  would  be  assured  of  important  new  opportunities  to 
compete  in  exciting  new  markets.  As  important,  for  the  first  time  key  markets  such 
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83  those  of  the  European  Union  and  Japan  would  bind  their  open-market  practices 
within  the  GATS.  The  World  Trade  Organization  would  give  us  a  ready  means  for 
enforcing  those  commitments.  Our  financial  firms  woula  face  a  more  certain  and 
predictable  international  environment,  knowing  that  the  clock  could  never  be  set 
oack. 

But  there  would  be  a  serious  downside  to  our  irrevocably  accepting  an  MFN  obli- 
gation, assuming  that  commercially  significant  countries  continued  to  retain  restric- 
tions against  foreign  firms.  GATS  most  favored  nation  rules  would  not  allow  us  to 
treat  countries  which  do  not  open  their  markets  to  us  any  differently  from  those 
that  do.  All  WTO  member  countries'  firms  would  be  entitled  to  full  market  access 
and  national  treatment  in  the  United  States.  In  other  words,  the  few  closed  markets 
would  be  able  to  free-ride  on  the  agreement  we  reach  with  other  market-opening 
WTO  members,  such  as  the  European  Union.  We  would  lose  the  leverage  we  now 
have  to  open  markets  by  taking  other  countries'  practices  into  account  when  their 
firms  apply  to  do  business  over  here. 

It  could  be  similarly  detrimental  to  accept  an  irrevocable  MFN  obligation  while 
there  are  key  markets  which  refuse  to  commit  themselves  to  protecting  the  rights 
of  U.S.  firms  already  established.  If  these  countries  decide  to  backtrack  and  slap  re- 
strictions on  established  foreign  firms,  we  could  find  ourselves  without  any  means 
to  respond. 

We  will  await  the  last  set  of  offers  made  by  WTO  member  countries.  Then,  we 
will  carefully  consider  the  extent  to  which  countries  have  pledged  to  open  their  mar- 
kets to  our  firms.  If  they  have  dealt  with  the  serious  restrictions  on  market  access 
and  national  treatment  that  are  out  there,  we  will  accept  an  MFN  obligation.  If  they 
have  not,  we  will  retain  our  exemption  from  MFN.  We  will  consult  both  with  Con- 
gress and  with  U.S.  industry  in  making  our  decision,  as  we  have  all  along  the  way. 

Conclusion 

Mr.  Chairman,  let  me  conclude  by  assuring  you  that  Treasury  will  do  all  it  can 
over  the  next  few  weeks  to  try  to  win  a  satisfactory  agreement  for  our  financial 
services  firms.  Financial  services  is  one  of  the  key  sectors  of  tomorrow.  Our  firms 
are  superb  competitors,  and  should  have  the  right  to  compete  world-wide.  That  is 
our  goal.  We  will  settle  for  nothing  less.  Thank  you. 
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DEPARTMENT  OF  THE  TREASURY 
WASHINGTON.  D.C. 


secBCTABv  or  rut  trcasurv 


July  21 ,  1995 


The  Honorable  Alfonse  D'Anato 

Chairman 

Conunittee  on  Banking,  Housing  and  Urban  Affairs 

United  States  Senate 

Washington,  D.C.  20510 

Dear  Mr.  Chairman: 


Further  to  our  testimony  before  your  Committee  on  June  8,  1995, 
we  wish  to  inform  you  that  on  the  basis  of  the  offers  that  were 
presented  in  this  secror,  the  United  States  notified  the  World 
Trade  Organizacion  on  June  3  0  that  it  could  not  take  a  mosr- 
favored-nation  obligation  for  new  access  and  new  activities  in 
financial  services. 

In  the  final  weeks  of  the  financial  services  negotiations,  a 
number  of  countries  did  make  improvements  to  their  offers. 
However,  the  offers  of  many  key  countries  were  not  sufficient  for 
us  to  undertake  a  full  MFN  obligation. 

On  June  30,  the  United  States  tabled  its  final  commitments.   The 
United  States  scheduled  an  offer  which  protects  existing 
investments  in  financial  services  in  the  United  States 
and  takes  an  HFN  exemption  covering  new  access  and  new  activities 
in  banking,  securities,  insurance  and  other  financial  services. 
We  agreed  that  other  countries  could  have  until  July  23  to  revise 
their  final  offers.   I  enclose  for  your  information  a  fact  sheet 
giving  additional  details  of  the  outcome  of  the  negotiations. 

We  appreciate  the  interest  that  your  Committee  has  shown  in  these 
negotiations.   We  will  continue  to  consult  with  the  Congress  and 
the  industry  with  regard  to  our  efforts  to  secure  open  foreign 
markets  for  U.S.  financial  services  firms,  using  all  appropriate 
means  necessary  to  accomplish  this  objective. 


<=?.\ 


Sincerely, 


Robert  E.  Rubin 


Mithael  Kantor 


Enclosure 
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Financial  Services  Negotiations 
FACT  SHEET 

On  June  30,  1995,  the  extended  negotiations  in  financial  services  ended.   This  date 
brought  to  completion  the  six- month  negotiating  period  in  financial  services  that  followed 
inauguration  of  the  World  Trade  Organization  and  entry  into  force  of  its  related  agreements. 

On  June  29,  at  the  meeting  of  the  WTO's  Committee  on  Trade  in  Financial  Services,  the 
United  States  announced  its  conclusion  that  the  offers  of  other  countries  were  not  sufficient. 
For  too  many  important  countries,  offers  did  not  provide  for  new  market  access,  and  some 
offers  did  not  fully  protect  the  current  market  access  of  foreign  firms.    Several  reserved  the 
right  to  force  divestiture  of  the  current  holdings  of  U.S.  and  other  foreign  firms. 

The  United  States  therefore  scheduled  an  offer  which: 

a)  protects  existing  investments  in  financial  services  in  the  United  States. 

b)  does  not,  however,  have  an  MFN  obligation  that  covers  new  access  and  new 
activities  in  baniung,  securities,  insurance  and  other  fmancial  services.     The 

United  States  has  not  committed  to  bind  open  the  U.S.  market  or  guaranteed  national 
treatment  for  new  entrants  and  new  acdvities. 

The  MFN  exemption  taken  in  financial  services  permits  but  does  not  require  the  United 
States  to  differendate  among  countries  in  terms  of  the  treatment  accorded  to  their  firms  in  the 
U.S.  market  with  respect  to  expansion  of  current  operations,  gaining  new  access  and 
undertaking  new  activities.   The  United  States  has  reserved  the  right  to  employ  reciprocity  as 
a  means  to  open  markets. 

U.S.  negotiators  emphasized  that  the  United  States  has  no  intention  of  raising  barriers 
in  the  U.S.  market.   We  are  not  taking  anything  away  from  foreign  firms  already  in  our 
market.    Offering  full  access  to  our  financial  markets  will  remain  the  U.S.  normal  practice. 

The  U.S.  objective  remains  to  open  markets.   The  United  States  stands  ready  to  continue 
to  work  with  other  countries,  including  in  the  WTO,  to  make  significant  contributions  to  a 
multilateral  agreement  that  opens  markets  on  an  equal  basis  with  us. 

On  June  30,  the  Services  Council  of  the  WTO  approved  a  decision  to  allow  parties  to 
have  until  July  28  to  change  their  speciTic  commitments  and  MFN  exemptions  lists.   The 

United  States  agreed  to  this  decision  because  the  European  Union  and  a  number  of  other 
countries  said  that  they  needed  time  to  reflect  and  respond  to  the  U.S.  position. 

7/7/95 
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PREPARED  STATEMENT  OF  AMBASSADOR  MICHAEL  KANTOR 

U.S.  Trade  Representative 
June  8,  1995 

Mr.  Chairman,  it  is  a  pleasure  to  appear  here  today  before  your  Committee  to  dis- 
cuss the  status  of  the  negotiations  on  insurance  services  under  the  World  Trade  Or- 
ganization. I  welcome  this  hearing  which  comes  at  a  critical  juncture  in  these  nego- 
tiations as  they  enter  their  final  3  weeks. 

This  Committee,  together  with  other  key  Committees  in  Congress,  has  shown  an 
active  Interest  in  the  financial  services  negotiations.  Indeed,  the  "Statement  of  Ad- 
ministrative Action"  to  the  Uruguay  Round  Agi^eements  Act  reflects  the  interest  of 
Congress  in  the  Administration's  securing  a  strong  package  of  commitments  in  the 
area  of  financial  services. 

As  this  Committee  is  fully  aware,  we  agreed  at  the  conclusion  of  the  Uruguay 
Round  to  extend  services  negotiations  in  several  areas,  including  financial  services, 
with  the  specific  objective  of  improving  the  level  of  commitments  countries  should 
make  in  these  sectors.  We  were  prepared  to  exempt  insurance  from  the  Most  Fa- 
vored Nation  (MFN)  obligation  at  the  conclusion  of  the  Uruguay  Round,  principally 
because  the  binding  of  our  own,  comparatively  liberal  regime,  would  present  serious 
"free  rider"  problems.  This  was  true  especially  when  compared  with  countries  whose 
levels  of  commitments  simply  did  not  provide  substantive  market  access  to  U.S.  in- 
surance companies.  The  additional  time  afforded  by  these  extended  negotiations  was 
designed  to  oring  financial  services  commitments  up  to  a  level  that  we  would  find 
acceptable. 

A  critical  element  of  the  Clinton  Administration's  trade  policy  is  that  our  multilat- 
eral trade  agreements  are  single  undertakings.  With  bipartisan  support  in  Con- 
gress, we  have  worked  to  negotiate  trade  agreements  where  every  country  plays  by 
the  same  rules.  For  example,  before  the  Uruguay  Round,  between  27  to  45  countries 
were  signatories  to  the  five  codes  in  the  General  Agreement  on  Tariffs  and  Trade. 
Countries  could  pick  and  choose  which  agreements  to  sign.  Under  the  Uruguay 
Round,  we  insisted  that  all  the  more  than  120  countries  that  signed  the  agreement, 
signed  all  the  agreements.  Now,  everyone  will,  in  a  comparatively  short  time,  play 
by  the  same  rules.  Our  policy  is  to  build  this  kind  of  mutual  responsibility  into  all 
of  our  trade  agreements,  including  the  financial  services  negotiations. 

In  the  last  year,  our  negotiators  have  worked  tirelessly  to  generate  improved  com- 
mitments from  countries  whose  markets  are  of  interest  to  our  insurance  companies. 
In  fact,  negotiations  in  financial  services  are  occurring  at  this  very  moment  in  (Jene- 
va.  As  a  result,  progress  has  been  made  with  several  countries.  We  are  particularly 
pleased,  for  example,  with  the  understanding  my  office  reached  with  Japan  in  the 
insurance  area  last  September.  That  agreement,  under  the  auspices  of  the  U.S.- 
Japan framework  talks,  resulted  in  the  resolution  of  a  number  of  problems  our  in- 
surance companies  have  experienced  in  Japan.  I  am  also  pleased  with  the  level  of 
commitments  that  have  been  made  by  other  countries  in  the  industrialized  world, 
particularly  those  of  the  European  Union. 

However,  despite  the  best  efforts  of  our  negotiators,  I  must  report  that  we  have 
not  reached  acceptable  levels  of  commitments  from  key  developing  countries,  whose 
markets  are  not  fully  open  due  to  numerous  regulatory  restrictions.  This  is  particu- 
larly unfortunate  because  these  are  the  very  markets  that  can  profit  the  most  from 
a  dynamic,  competitive  financial  marketplace. 

It  is  no  exaggeration  to  say  that  U.S.  insurance  companies  are  the  most  competi- 
tive in  the  world;  they  have  strong  capital  bases,  they  have  the  innovation  and  tech- 
nology to  assess  risks,  and  they  have  the  capacity  to  write  policies  for  those  who 
otherwise  could  not  receive  similar  services  in  their  more  restrictive  domestic  envi- 
ronment. As  with  telecommunications  services  and  intellectual  property  rights,  fi- 
nancial services  are  not  merely  a  huge  potential  export  for  the  IJnited  States.  They 
are  also  the  essential  infrastructure  of  a  competitive  economy;  as  important  as 
roads,  harbors,  and  airports.  Globally,  competitive  financial  services  lower  interest 
rates,  increase  productivity,  and  improve  the  security  of  individual  lives.  Our  friends 
in  developing  countries  know  this,  but  what  we  need  to  persuade  them  is  that  re- 
strictions on  competition  will  not  give  them  these  building  blocks  of  a  rich  economy. 
The  fact  is  that  officials  in  developing  countries  must  allow  these  services  to  come 
in  from  abroad,  much  as  we  in  the  United  States  first  allowed  in  railroads  150  years 
ago.  Insurance  companies  are  an  important  source  of  badly  needed  capital  formation 
in  these  countries.  They  bring  new,  affordable  insurance  opportunities.  And,  they 
hire  nationals  of  the  host  country  to  handle  most  of  the  work  of  the  company,  which 
is  the  best  way  a  country  can  develop  an  indigenous  insurance  capacity. 
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Thus,  it  is  somewhat  frustrating  that  developing  countries  seem  to  have  the  great- 
est difficulty  maJcing  commitments  in  the  WTO,  particularly  because  such  commit- 
ments are  in  their  economic  interest,  as  well  as  our  own.  We  recognize  that  full  lib- 
eralization will  not  occur  overnight,  as  some  countries  will  need  to  effect  constitu- 
tional and  legislative  changes.  At  the  same  time,  however,  these  countries  must 
make  a  "down  payment"  oiliberalization  and  commit  to  further  actions  over  time 
to  provide  substantial  levels  of  market  access  on  a  national  treatment  basis  for  our 
insurance  companies. 

Mr.  Chairman,  the  choices  we  have  available  to  us  in  the  event  of  failure  are  not 
ideal.  Of  all  the  legal  tools  available  to  us,  the  framework  of  the  World  Trade  Orga- 
nization remains  tne  most  predictable  enforcement  instrument  on  which  countries 
can  rely  for  gaining  access  to  foreign  financial  markets.  And,  the  WTO  is  preferable 
to  bilateral  understandings  'hal  attempt  to  resolve  specific  problems  because  of  the 
sheer  manpower  reauired  for  a  bilateral  program.  That  is  why  our  primary  goal  has 
been  to  secure  for  tne  U.S.  insurance  inaustry  the  benefits  that  the  WTO  provides. 

However,  I  must  stress  that  the  advantages  of  the  WTO  have  little  value  if  there 
are  not  adequate  commitments  by  countries  to  enforce.  Let  me  give  one  example 
that  underscores  this  problem. 

One  country  has  made  a  draft  commitment  that  does  not  even  protect  the  rights 
already  acquired  by  U.S.  firms  located  there.  This  draft  conmiitment  would  provide 
the  legal  basis  on  which  to  force  the  divestiture  of  U.S.  insurance  companies;  the 
result  would  be  that  U.S.  insurers,  some  of  whom  hold  all  of  the  equity  share  in 
their  subsidiary,  would  be  reduced  to  the  status  of  minority  joint  ventures.  All  of 
us  can  appreciate  the  consequences  of  allowing  forced  divestiture  to  be  sanctioned 
under  international  law.  It  runs  against  the  very  spirit  of  our  objectives  of  allowing 
foreign  investment  as  an  instrument  of  trade.  It  completely  undermines  the  ability 
of  an  insurance  company  to  control  its  operations  and  provide  the  capital  necessary 
to  expand  its  market  opportunities. 

I  could  give  other  examples  where  the  commitments  to  date  simply  do  not  live 
up  to  any  reasonable  standard  of  market  access.  I  will  not  do  so  in  this  setting  be- 
cause we  are  entering  a  very  sensitive  phase  of  the  negotiations.  In  the  final  weeks 
of  negotiations,  you  can  be  assured  that  we  will  use  all  of  our  skills  in  bringing 
about  improvements  to  the  existing  commitments  on  insurance.  And,  we  will  con- 
tinue to  consult  closely  with  Congress  and  the  private  sector.  Then,  before  the  end 
of  this  month,  we  need  to  examine  whether  adequate  progress  has  indeed  been 
made.  If  it  has  not,  then,  with  regard  to  the  insurance  sector,  we  may  find  ourselves 
where  we  were  in  December  1993  with  regard  to  the  banking  and  securities  sectors. 
At  that  time,  I  had  but  no  choice  than  to  recommend  to  the  President  that  we  take 
an  exemption  to  the  Most  Favored  Nation  provision  of  the  agreement  with  regard 
to  banking  and  securities. 

I  can  assure  you  that  this  will  not  be  a  popular  decision  in  Geneva.  Indeed,  we 
have  been  warned  by  a  number  of  countries  that  to  take  this  action  will  undermine 
the  services  provisions  of  the  WTO,  since  other  countries  are  likely  to  follow  our  ac- 
tions. Clearly,  our  objective  in  these  extended  negotiations  on  financial  services  is 
to  make  the  WTO  a  meaningful  instrument  in  the  liberalization  of  trade  in  services. 
The  WTO  can  only  be  effective  if  all  countries  recognize  the  need  to  pay  into  the 
organization  through  commitments  to  trade  liberalization.  The  WTO  must  provide 
real  liberalization:  this  is  our  unequivocal  message  in  the  financial  services  negotia- 
tions. 

Thank  you  again,  Mr.  Chairman,  Members  of  the  Committee,  for  holding  today's 
timely  hearing.  U.S.  insurance  companies  are  the  most  competitive  in  the  world  and 
deserve  substantive  access  to  foreign  markets.  I  look  forward  to  working  with  you 
to  realize  that  goal. 


PREPARED  STATEMENT  OF  JAMES  F.  GWALTNEY 

Executive  Director  for  Strategic  Planning,  Acquisitions,  and 
External  Affairs,  Ford  Financial  Services  Group,  Dearborn,  MI 

on  behalf  of  the 

Coalition  of  Service  Industries  Financial  Services  Group 

June  8,  1995 

Chairman  D'Amato  and  Members  of  the  Committee,  my  name  is  Jim  Gwaltney. 
I  am  the  Executive  Director  of  Strategic  Planning,  Acquisitions,  and  External  Af- 
fairs for  Ford  Motor  Company's  Financial  Services  Group.  I  appreciate  the  oppor- 
tunity to  appear  before  this  Committee  today. 
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Let  me  begin  by  giving  you  a  little  background  on  Ford  Motor  Company  and  its 
financial  services  aftiliates.  Our  Financial  Services  Group  consists  of  Ford  Credit, 
The  Associates,  and  USL  Capital.  With  over  $150  billion  in  assets  and  earnings  of 
nearly  $2  billion,  the  Ford  Financial  Services  Group  is  one  of  the  largest  and  most 
profitable  providers  of  financial  services  in  the  world.  Our  28,000  employees  serve 
about  20  million  retail  and  commercial  customers  through  over  2,000  branches  in 
the  United  States  and  24  other  countries  around  the  world. 

I  am  here  today,  however,  on  behalf  of  the  Coalition  of  Service  Industries'  Finan- 
cial Services  Group  (FSG),  which  represents  the  international  trade  interests  of  its 
member  companies.  These  companies  include  some  of  America's  largest  and  best 
known  banks  (such  as  Citicorp,  BankAmerica,  NationsBank,  and  J. P.  Morgan),  di- 
versified finance  companies  (such  as  American  Express,  AT&T,  Beneficial,  and  G.E. 
Capital),  securities  firms  (such  as  Morgan  Stanley  and  Salomon  Brothers),  and  in- 
surance companies  (such  as  American  International  Group,  Chubb,  and  Cigna). 
Since  it  was  established  in  1989,  the  FSG  has  actively  worked  with  the  Administra- 
tion throughout  the  Uruguay  Round  to  achieve  a  strong  trade  agreement  that  would 
open  financial  services  markets  on  a  global  basis. 

The  markets  in  the  newly  emerging  as  well  as  some  of  the  developed  countries 
of  the  world  represent  a  significant  business  opportunity  for  many  of  our  member 
companies.  Yet,  these  countries  restrict  the  ability  of  U.S. -based  financial  services 
companies  from  gaining  market  access.  U.S.  financial  services  companies  are  among 
the  world's  most  competitive,  ofTering  a  broad  range  of  retail  and  wholesale  financ- 
ing and  leasing  products.  Not  only  would  expanding  market  access  to  these  compa- 
nies provide  consumers  with  lower  prices,  greater  product  availability,  and  higher 
quality  service,  it  also  would  enable  companies  to  provide  better  market  support  for 
the  manufacture,  sale,  and  export  of  a  wide  range  of  products. 

Let  me  illustrate  how  this  last  point  affects  F'ord's  financial  services  affiliates.  For 
Ford  Motor  Company  the  key  automotive  and  financial  service  growth  markets  are 
not  necessarily  going  to  be  in  the  United  States  or  in  Europe — but  in  the  developing 
markets  of  the  Asia-Pacific  region.  Ford  is  looking  to  establish  manufacturing  facili- 
ties in  many  of  these  countries — China,  Korea,  India,  Thailand,  Indonesia,  Vietnam. 
It's  very  important  that  we  are  able  to  offer  the  full  range  of  financial  products  to 
support  our  dealers  and  our  retail  and  commercial  customers  in  these  countries. 

While  the  CSI  Financial  Services  Group  represents  a  broad  spectrum  of  financial 
services  firms,  and  therefore  has  varying  concerns  in  these  negotiations,  discrimina- 
tion in  foreign  markets  negatively  affects  the  competitive  position  of  the  entire  sec- 
tor. For  example,  in  Korea,  U.S.  advisors  are  not  permitted  to  manage  Korean  mu- 
tual funds  or  advise  other  Korean  clients,  and  U.S.  diversified  financial  services 
companies  have  been  excluded  from  the  credit  finance  market.  In  India,  private  par- 
ticipation in  the  insurance  market  by  foreign  companies  is  prohibited.  In  the  newly 
emerging  markets  of  Indonesia,  Malaysia,  and  Thailand,  the  establishment  of  whol- 
ly-owned finance  companies,  credit  card  companies,  and  other  non-banks  by  foreign 
firms  is  prohibited — entry  is  limited  to  minority  equity  positions.  And,  although  the 
commercial  banking  industry  has  acknowledged  that  it  receives  national  treatment 
in  Japan,  other  financial  firms  are  concerned  that  Japan  has  yet  to  schedule  (or 
bind)  its  lailateral  commitments  to  the  United  States  with  the  WTO. 

Moreover,  while  the  ability  to  enter  the  market  presents  one  set  of  problems,  non- 
tarifr  barriers  create  an  environment  which  reduces  the  U.S.  financial  services  sec- 
tor's ability  to  compete  once  established.  These  non-tariff  barriers  take  such  forms 
as  high  start-up  costs,  vague  regulations,  and  impediments  to  introducing  innova- 
tive products.  U.S.  companies  must  be  able  to  establish  operations  in  other  countries 
on  terms  no  less  favorable  than  their  domestic  competitors  there. 

On  behalf  of  the  CSI  F'inancial  Services  Group,  I  want  to  express  our  view  that 
the  negotiations  underway  in  the  World  Trade  Organization  must  open  financial 
services  markets  across  a  wide  range  of  commercially  important  industrialized  and 
developing  countries  in  order  to  be  acceptable. 

After  recent  consultations  with  U.S.  negotiators  and  a  review  of  the  present  mar- 
ket access  offers,  it  is  evident  that  the  liberalization  commitments  being  made  by 
most  of  the  strategically  important  countries  are  inadequate.  At  best,  they  represent 
only  a  "standstill,"  and  many  others  do  not  achieve  even  this  inadequate  bench- 
mark. 

We  recognize  that  some  countries  may  have  difficulty  negotiating  and  implement- 
ing inunediate  liberalization  of  the  financial  sector.  Ac-coraingly,  we  have  proposed 
the  use  of  transition  periods — but  these  transition  periods  must  include  an  initial 
reduction  of  some  barriers  and  date-certain  timetables  of  progressive  liberalization 
commitments. 
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U.S.  negotiators  must  achieve  a  meaningful  multilateral  agreement  in  the  next 
22  days — an  agreement  under  which  U.S.  financial  services  companies  can  enter 
and  enectively  compete  in  foreign  financial  services  markets  for  years  to  come. 

Our  position  has  been  consistent  and  clear  and  will  not  change  leading  up  to  the 
scheduled  June  30,  1995  conclusion  of  the  financial  services  negotiations.  Standstill 
commitments  or  the  removal  of  only  one  or  two  of  a  multitude  of  protectionist  bar- 
riers will  not  facilitate  market  access  to  highly  regulated  and  protected  foreign  mar- 
kets. Without  meaningful  liberalization,  the  CSI  Financial  Services  Group  will 
strongly  urge  the  United  States  to  take  an  MFN  exemption  in  financial  services. 

The  United  States'  primary  tool  of  leverage  in  these  financial  services  negotiations 
is  the  threat  of  denying  MFN  status.  If  the  United  States  chooses  to  grant  MFN 
for  financial  services  with  nothing  more  in  the  agreement  than  what  we  have  today, 
then  a  vast  majority  of  foreign  protectionists  measures  will  be  grandfathered,  while 
the  U.S.  market  will  be  locked  open.  The  result  would  then  be  that  the  U.S.  finan- 
cial services  industry  would  be  effectively  barred  from  foreign  markets  with  no  real- 
istic prospects  for  improved  access  and,  at  the  same  time,  faced  with  guaranteed  ac- 
cess to  U.S.  markets  by  foreign  competitors. 

The  U.S.  Government,  with  strong  bipartisan  support  from  Congress,  has  shown 
its  resolve  in  the  auto  negotiations  with  Japan.  This  trade  dispute,  however,  is  not 
only  about  opening  Japan  s  closed  markets  to  U.S.  automakers  and  parts  suppliers. 
It's  also  about  establishing  a  precedent — that  "free  riders"  will  no  longer  be  toler- 
ated in  the  global  trading  system  and  that  newly  emerging  countries  will  not  be  al- 
lowed to  emulate  Japan's  model  of  closing  their  borders  to  U.S.  goods  and  services 
while  expecting  free  and  open  access  to  U.S.  markets. 

We  firmly  believe  that  "sanctuary  markets"  have  no  place  in  the  international 
trading  system.  And,  we  believe  that  the  U.S.  negotiators  must  secure  substantial 
liberalization  of  protectionist  barriers  in  a  wide  range  of  countries  in  order  to  suc- 
cessfully conclude  these  financial  services  negotiations.  No  agreement  is  much  bet- 
ter than  a  weak,  ineffective,  or  damaging  agreement. 


PREPARED  STATEMENT  OF  CARL  A.  MODECKI 

President,  National  Association  ok  Insurance  Brokers,  Washington,  DC 

June  8,  1995 

Thank  you,  Mr.  Chairman,  for  your  invitation  to  appear  before  you  at  this  hear- 
ing. 

I  am  Carl  Modecki,  President  of  the  National  Association  of  Insurance  Brokers. 
In  addition  to  serving  as  President  of  the  NAIB,  I  am  also  a  member  of  Industry 
Service  Advisory  Council  13  dealing  with  financial  services  and  have  attended  sev- 
eral meetings  of  the  Insurance  Committee  of  the  Organization  for  Economically  De- 
veloped Countries.  Finally,  I  was  in  Geneva  during  the  final  days  of  the  GATT  nego- 
tiations and  expect  to  be  there  at  the  end  of  this  month  for  the  final  days  of  the 
GATS  discussions. 

The  NAIB  represents  the  nine  largest  global  insurance  brokers  as  well  as  two 
dozen  strong  regional  and  niche  playere  around  the  country.  We  have  recently 
opened  our  menibership  to  firms  which  do  not  have  a  substantial  presence  in  the 
United  States. 

Our  association  is  extremely  concerned  that  trade  matters  have  become  United 
States  vs.  another  country  issues  instead  of  an  industry-wide  issue  where  we  come 
together.  For  this  reason,  we  organized  the  World  Brokers  Conference  in  February 
of  this  year  bringing  together  the  leading  insurance  brokerage  associations  of  Aus- 
tralia, New  Zealand,  the  European  Continent,  Canada,  Great  Britain,  and  the  Unit- 
ed States.  We  have  sought  to  broaden  the  support  for  these  international  efTorts  so 
the  United  States  doesnt  ultimately  wear  the  black  hat  in  this  us-vs.-them  negotia- 
tion. 

The  topic  before  you  today  is  of  vital  concern  to  the  members  of  the  NAIB.  As 
you  will  see  on  the  list  which  I  have  attached,  our  members  operate  in  111  countries 
other  than  the  United  States.  They  employ  52,000  men  and  women  in  the  United 
States  and  their  overseas  subsidiaries  have  46,000  employees  around  the  globe.  It 
is  easy  to  see  that  the  issue  of  financial  services  and  most  importantly  to  us,  insur- 
ance brokerage,  in  the  current  round  of  GATS,  is  of  vital  concern  to  us. 

Similar  to  the  statements  that  my  colleagues  on  this  panel  are  going  to  make,  we 
think  the  U.S.  Government  has  done  an  excellent  job  in  these  current  negotiations. 
More  specifically,  Dick  Self  of  the  United  States  Trade  Representative's  Office, 
Bruce  McAdam,  James  Bedore,  and  Cass  Muir  of  the  Department  of  Commerce  have 
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an  encyclopedic  knowledge  of  the  issues  on  which  we  are  negotiating  and  have  made 
very  substantial  attempts  to  secure  appropriate  commitments  from  countries  around 
the  world. 

This  having  been  said,  unfortunately  responses  from  other  countries  have  not 
been  satisfactory. 

Your  letter  of  invitation  to  testify  asked  for  our  views  on  the  April  30,  1995  report 
on  the  status  of  negotiations.  Unfortunately,  even  reviewing  commitments  as  of  May 
19,  which  I  am  privileged  to  review  as  an  ISAC  member,  nothing  of  substance  has 
changed. 

Of  the  14  countries  listed  in  the  report  to  this  Committee  of  April  30,  1995,  only 
three  are  of  even  minor  interest  to  our  members.  First,  Brazil's  indication  that  it 
would  reduce  the  minimal  capital  requirement  to  correspond  to  those  required  for 
domestic  institutions  is  clearly  a  step  in  the  right  direction.  Canada's  willingness 
to  offer  MFN  treatment  to  banking,  trust,  and  insurance  sectors  is  also  another 
minor  but  positive  step. 

Finally,  Korea  has  indicated  that  it  wants  a  successful  conclusion  of  the  negotia- 
tions and  has  stated  its  intention  to  consider  the  scheduling  of  aspects  of  its  current 
liberalization  plan.  This  plan  would  permit  the  recognition  of  brokers  in  1997.  While 
we  were  hopeful  they  would  move  up  this  timetable,  it  is  certainly  a  better  commit- 
ment than  we  have  seen  from  other  countries. 

Clearly,  on  the  other  hand,  the  fact  that  India,  the  second  most  populated  country 
in  the  world,  has  refused  to  schedule  any  offers  in  the  insurance  area  is  of  tremen- 
dous concern  to  us.  We  understand  some  of  the  political  realities  that  have  given 
rise  to  the  position  taken  by  the  Indian  government,  but  this  in  no  way  lessens  our 
disappointment  and  our  chagrin.  Our  feirther  concern  is  India's  refusal  to  consider 
any  future  commitments  at  this  time. 

We  also  remain  concerned  that  Thailand  has  not  indicated  its  willingness  to  com- 
ply with  the  Treaty  of  Amenity  which  permits  100  percent  ownership  of  U.S.  cor- 
porations. Further  we  understand  that  insurance  brokerage  is  currently  a  closed  po- 
sition to  foreigners  in  that  country.  Recent  regulations  cut  back  the  previous  45  per- 
cent ownership  to  25  percent  and  place  restrictions  on  those  who  can  manage  a  com- 
pany. Our  hope  is  to  see  an  enforcement  of  our  rights  under  the  Treaty  of  Amenity. 

This  is  an  important  point,  Mr.  Chairman,  for  our  members  who  already  have  op- 
erations in  111  other  countries  around  the  world.  While  access  and  scheduling  com- 
mitments that  exist  are  important,  our  primary  concern  is  the  ability  to  have  at 
least  51  percent  equity  ownership  in  those  countries.  As  an  example,  we  are  waiting 
for  an  acceptable  offer  from  Venezuela.  At  the  moment,  it  is  the  only  nation  in 
South  America  that  does  not  allow  foreign  firms  to  own  100  percent  of  domestic 
brokerages.  Thus  far  we  have  failed  to  see  those  offers  on  the  table,  but  again  not 
due  to  the  lack  of  effort  by  the  USTR. 

Permit  me  at  this  point  for  a  second  to  step  back  and  tell  you  what  a  broker  does 
and  why  these  issues  are  so  important  to  us.  Brokers  represent  the  purchasers  of 
large  commercial  property  and  casualty  insurance  coverages.  In  recent  years,  serv- 
ices have  included  not  only  the  placement  of  this  insurance  but  also  a  complete  re- 
view of  the  risks  involved  in  doing  business  in  a  particular  country.  We  therefore 
serve  primarily  as  an  advisor  in  assessing  potential  risks  and  potential  losses.  Pro- 
tecting against  these  losses  may  involve  the  purchase  of  insurance  or  a  variety  of 
other  techniques  including  creating  an  offshore  insurance  facility,  reinsuring  a  cap- 
tive, or  creation  of  another  facility  to  protect  against  a  loss. 

Representing,  as  most  of  our  firms  do,  the  F'ortune  1000  companies  as  well  as 
firms  which  are  increasingly  involved  in  foreign  trade,  we  need  to  be  able  to  follow 
our  clients  anywhere  around  the  globe  offering  comprehensive  solutions  to  their  in- 
surance and  risk  management  needs.  To  do  this,  we  seek  to  provide  expertise  under 
the  same  name,  with  the  same  level  of  service  as  we  do  here  in  the  United  States. 
This  is  extremely  difficult  unless  we  have  the  opportunity  to  operate  on  a  fully  inte- 
grated basis  in  a  foreign  country.  The  risks  we  help  insure  and  manage  range  from 
space  shots  to  the  construction  of  the  Chunnel,  from  the  Rolling  Stones  World  Tour 
to  McDonalds  world-wide. 

It  is  our  hope,  Mr.  Chairman,  that  through  the  efforts  of  the  USTR  and  the  De- 
partment of  Commerce  we  will  in  the  last  days  of  the  negotiations  on  financial  serv- 
ices be  able  to  prevail  upon  other  countries  to  substantially  broaden  their  offers  for 
these  important  negotiations.  We  must  keep  up  the  pressure.  Pressure  which  can 
best  be  applied  only  from  the  highest  level  of  the  Administration. 

Mr.  Chairman,  I  thank  you  again  for  the  opportunity  to  appear.  If  you  or  other 
Members  of  the  Committee  have  any  questions  I  would  be  pleased  to  try  to  respond. 
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Countries  In  Which  Members  of  the  NAIB  Operate 


ANTIGUA 

ARGENTINA 

ARUBA 

AUSTRALIA 

AUSTRIA 

BAHAMAS 

BAHRAIN 

BARBADOS 

BELGIUM 

BERMUDA 

BOLIVIA 

BOTSWANA 

BRAZIL 

BRUNEI 

CAMEROON 

CANADA 

CAYMAN  ISLANDS 

CHAD 

CHILE 

CHINA 

COLOMBIA 

CURACAO 

CYPRUS 

CZECH  REPUBLIC 

DENMARK 

DOMINICAN 

REPUBLIC  ECUADOR 

EL  SALVADOR 

ESTONIA 

FIJI 

FINLAND 

FRANCE 

GABON 

GERMANY 

GIBRALTAR 

GREECE 

GUAM 

GUATEMALA 


GUERNSEY 

HAITI 

HONDURAS 

HONG  KONG 

HUNGARY 

INDIA 

INDONESIA 

IRAN 

IRELAND 

ISRAEL 

ITALY 

IVORY  COAST 

JAMAICA 

JAPAN 

JERSEY 

KAZAKHSTANS 

KENYA 

KUWAIT 

LEBANON 

LESOTHO 

LUXEMBOURG 

MACAO 

MALAWI 

MALTA 

MALAYSIA 

MEXICO 

MONACO 

MOROCCO 

NAMIBIA 

NETHERLANDS 

NEW  GUINEA 

NEW  ZEALAND 

NIGERIA 

NORWAY 

OMAN 

PANAMA 

PERU 

PHILIPPINES 


POLAND 

PORTUGAL 

PUERTO  RICO 

QATAR 

ST.  MARTIN 

RUSSIA 

SAIPAN 

SAUDI  ARABIA 

SENEGAL 

SIERRA  LEONE 

SINGAPORE 

SLOVAKIA 

SOLOMON  ISLANDS 

SOUTH  AFRICA 

SOUTH  KOREA 

SPAIN 

SRI  LANKA 

ST  LUCIA 

SWAZILAND 

SWEDEN 

SWITZERLAND 

SYRIA 

TAIWAN 

THAILAND 

TOGO 

TRINIDAD  &  TOBAGO 

TURKEY 

UGANDA 

UKRAINE 

UNITED  ARAB 

EMIRATES 
UNITED  KINGDOM 
URUGUAY 
VENEZUELA 
VIETNAM 
ZIMBABWE 

MARCH  1.  1995 
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PREPARED  STATEMENT  OF  F.  WILLIAM  HAWLEY 

Director  of  International  Government  Relations, 
CiTicoRP/CrnuANK,  Washington,  DC 

on  beiialf  of  the 

Bankers  Association  for  Foreign  Trade 

June  8,  1995 

Summary 

The  Bankers  Association  for  Foreign  Trade  advocates  the  lowering  of  government- 
imposed  barriers  to  financial  services  markets,  and  has  supported  the  U.S.  Govern- 
ment's efforts  to  achieve  this  goal  both  during  the  GATT  "Uruguay  Round"  of  talks 
and  during  the  extended  negotiation  which  is  scheduled  to  end  June  30,  1995. 

These  negotiations,  unsuccessful  during  the  Uruguay  Round,  were  extended  in  the 
hope  that  sufficient  liberalization  of  market  access  could  be  achieved.  Unfortunately, 
that  has  not  happened.  The  U.S.  Treasury's  April  30,  1995  status  report  stated: 
".  .  .  the  commitments  of  a  large  number  of  commercially  important  countries  re- 
tain significant  limitations  on  foreign  firms'  access  to,  or  treatment  in,  their  finan- 
cial services  markets." 

Were  it  merely  a  matter  of  accepting  less  than  had  been  hoped  for,  the  United 
States  could  simply  sign  and  look  forward  to  the  next  negotiation  to  get  more  ade- 
quate progress. 

But  uniortunately  our  trading  partners  in  the  WTO  are  demanding  something 
much  more  significant  from  the  United  States:  namely,  that  the  U.S.  Government 
accept  an  irrevocable  unconditional  Most  Favored  Nation  commitment  when  signing 
the  agreement  at  the  end  of  this  month.  Should  this  happen,  the  United  States  will 
have  given  up  potentially  significant  leverage  for  the  future.  It  will  have  forsworn 
all  future  rignts  to  enact  and  implement  any  type  of  reciprocal  national  treatment 
legislation,  since  action  under  any  such  legislation  would  be  in  violation  of  our  MFN 
obligation.  The  United  States  should  accept  an  MFN  obligation  only  if  we  have  a 
successful  outcome  of  this  negotiation,  wnich  means  significant  liberalization  of 
market  access  by  a  sufficient  number  of  commercially  important  countries.  To  accept 
it  without  achieving  such  results  would  reduce  incentives  for  effective  negotiations 
in  the  future. 

We  strongly  support  the  U.S.  Government's  declared  position,  as  repeated  as  re- 
cently as  this  week  by  Secretary  Rubin:  that  the  results  of  the  negotiation  to  date 
are  inadequate  and  do  not  justify  the  United  States'  agreeing  to  it  on  an  MFN  basis. 
(Secretary  of  the  Treasury  Rubin,  at  CSIS  June  6,  1995.) 

Introduction 

Mr.  Chairman  and  Members  of  the  Committee,  my  name  is  F.  William  Hawley, 
and  I  am  Director  of  International  Government  Relations  for  Citicorp  and  Citibank. 
I  am  pleased  to  appear  today  on  behalf  of  the  Bankers'  Association  for  Foreign 
Trade  (BAFT),  of  which  I  am  the  Vice  President. 

BAFT  was  founded  in  1921.  Its  membership  includes  virtually  all  U.S.  banks  that 
are  actively  engaged  in  international  banking  or  trade  finance  activities. 


The  Bankers  Association  for  Foreign  Trade  is  committed  to  lowering  discrimina- 
tory barriers  to  the  provision  of  financial  services.  We  believe  freer  trade  in  financial 
services  serves  the  interests  of  both  providers  and  consumers.  This  is  true  for  all 
markets  including  our  own. 

We  have  steadfastly  advocated  maintaining  a  level  playing  field  for  foreign  banks 
operating  in  the  United  States  market,  and  Congress  has  acted  in  an  appropriate 
manner  when  this  issue  has  arisen.  We  also  spoke  up  when  the  European  Union 
considered  the  imposition  of  "mirror  reciprocity"  requirements,  and  the  final  out- 
come— due  in  part  to  the  U.S.  Treasuiy  Department's  energetic  intervention — was 
a  much  more  acceptable  approach  refiected  in  the  EU's  Second  Banking  Directive 
which  became  effective  in  January  1993.  And  we  have  been  working  for  almost  a 
decade  through  the  GATT  "Uruguay  Round"  to  reduce  government-imposed  barriers 
to  important  emerging  markets  overseas. 

Those  American  banks  which  are  operating  in  foreign  markets  continue  to  face 
restrictions  imposed  by  many  foreign  governments,  including  economically  strong 
newly  industrializing  countries.  In  many  important  markets  they  are  discriminatory 
in  nature,  tilting  the  playing  field  in  favor  of"  locally-owned  institutions.  These  meas- 
ures take  a  wide  variety  of  forms,  ranging  from  limits  on  branches  to  restrictions 
on  access  to  funding.  The  U.S.  Treasury  has  documented  these  types  of  market  bar- 
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riers  in  its  very  thorough  series  of  "National  Treatment  Studies,"  as  mandated  by 
Congress  in  the  International  Banking  Act  of  1978  and  subsequent  legislation. 

In  the  United  States,  "national  treatment,"  or  the  granting  of  an  equal  competi- 
tive opportunity  to  foreign  and  domestic  banks,  is  the  law  of  the  land.  Both  U.S. 
banks  and  their  foreign  counterparts  operating  here  face  the  same  types  of  legal  and 
regulatory  measures.  Foreign  banks  may  complain  about  some  oi  the  restrictions 
imposed  upon  them  in  the  United  States,  such  as  interstate  banking  barriers  and 
Glass-Steagall  restrictions,  but  they  recognize  that  the  U.S.  banks  face  the  same 
legal  constraints.  And  Congress  is  currently  considering  legislation  to  remove  many 
of  these  nondiscriminatory  restrictions. 

U 

Government-imposed  barriers  in  the  service  sector  were  not  addressed  by  the 
GATT  agreement  forged  at  the  end  of  the  Second  World  War.  It  was  only  in  the 
1980's,  in  planning  for  what  became  known  as  the  "Uruguay  Round"  of  trade  nego- 
tiations, that  there  appeared  to  be  an  opportunity  to  achieve  a  more  liberalized  re- 
gime for  trade  in  services,  including  financial  services. 

It  seemed  at  that  time  that  a  oroad  global  negotiation  potentially  offered  the 
range  of  "carrots  and  sticks"  in  various  sectors  that  would  be  needed  to  achieve  a 
commitment  to  more  open  markets  in  financial  services.  It  also  was  well  understood 
by  us,  in  the  private  sector,  that  opening  one's  own  market  provides  benefits  for 
one's  own  economy,  and  contributes  to  economic  development,  most  directly,  allow- 
ing more  competition  among  banks  assures  the  various  users  of  financial  services 
in  other  sectors — such  as  the  agricultural,  mining,  and  manufacturing  sectors — of  a 
higher  quality  of  financial  service.  Thus  both  industrialized  and  developing  coun- 
tries should  find  liberalization  of  this  sector  in  their  mutual  economic  interests. 

Just  last  month  the  new  Director  General  of  the  World  Trade  Organization, 
Renato  Ruggiero,  echoed  this  recognition  when  he  stated  that  'The  importance  of 
financial  services  in  the  rapidly  growing  Asian  economies  is  immense  ana  liberaliza- 
tion of  the  sector  will  boost  Asian  competitiveness."  {Far  Eastern  Economic  Review, 
May  25,  1995.) 

the  financial  services  agreement  of  the  GATS  (General  Agreement  on  Trade  in 
Services)  is  based  on  the  principles  of  access  to  markets  and  national  treatment. 
However,  the  way  the  agreement  is  structured,  these  principles  are  binding  upon 
a  signatory  only  with  regard  to  those  types  of  business  and/or  specific  activities  that 
signatory  government  can  be  persuaded  to  list  in  its  "Schedule  of  Initial  Commit- 
ments." In  other  words,  if  a  government  leaves  that  schedule  blank,  it  can  still  sign 
the  agreement  and  potentially  get  all  the  benefits. 

This  is  why  the  focus  of  the  negotiation  has  for  some  time  been  on  negotiating 
those  specific  market-opening  commitments.  What  kind  of  commitments  are  we 
looking  for? 

This  negotiation  was  supposed  to  be  about  liberalization  of  market  access,  not  just 
about  putting  a  framework  of  nonbinding  rules  in  place.  By  the  end  of  the  negotia- 
tion, we  in  tne  private  sector  expected  to  see  some  improvement  in  market  access 
as  compared  to  the  status  quo.  We  remain  willing  to  see  the  United  States  commit 
itself  internationally  to  an  open  market,  on  a  nondiscriminatory  basis,  as  part  of  a 
successful  agreement  signiftcantly  lowering  barriers  abroad. 

We  are  not  asking  all  countries  in  the  world  to  open  up  their  markets  completely 
or  at  once.  We  have  focused  the  negotiation  on  those  promising  emerging  markets 
which  are  increasingly  important  in  the  global  econonw,  but  which  are  still  charac- 
terized by  governmental  measures  tending  to  exclude  foreign  competitors  or  to  keep 
them  in  a  less  competitive  position. 

Furthermore,  the  U.S.  Treasury  negotiators  have  offered,  with  the  full  support  of 
the  private  sector,  to  permit  developing  countries  to  phase  in  their  adjustment  to 
greater  foreign  competition  over  several  years.  This  approach  was  taken  in  the 
NAFTA  agreement,  under  which  Mexico  has  a  decade  to  gradually  increase  the  mar- 
ket share  of  foreign  firms.  This  is  a  wise  and  balanced  U.S.  initiative  which  recog- 
nizes that  some  countries  need  time  to  address  prudential  concerns. 

m 

Despite  the  energetic  efforts  of  the  Treasury  negotiators  and  their  colleagues  in 
the  otner  relevant  agencies,  there  was  a  failure  to  obtain  sufficient  commitments 
from  other  countries  at  the  end  of  the  Uruguay  Round  negotiation  in  December 
1993.  The  talks  were  extended  to  June  1995  in  the  hope  that  success  could  be 
achieved. 

Unfortunately,  that  has  not  happened.  Many  countries  have  not  only  refused  to 
remove  existing  barriers,  but  have  shown  reluctance  even  to  commit  to  a  standstill 
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at  current  levels  of  protection.  In  many  cases,  were  these  so-called  "offers"  accepted, 
the  agreement  would  appear  to  give  its  blessing  to  potential  steps  backward  rather 
than  forward:  to  less  favorable  operating  conditions  than  are  now  being  granted  in 
current  practice.  As  the  April  30,  1995  U.S.  Treasury  report  to  Congress  stated: 
".  .  .  the  commitments  of  a  large  number  of  commercially  important  countries  re- 
tain significant  limitations  on  foreign  firms'  access  to,  or  treatment  in,  their  finan- 
cial services  markets." 

It  is  extremely  disappointing  to  see  that,  at  this  late  stage,  so  little  true  "liberal- 
ization" is  in  sight  in  this  negotiation.  The  utmost  must  be  done  in  the  remaining 
weeks  to  get  the  more  reluctant  governments  to  make  serious  commitments.  If  this 
does  not  happen,  the  U.S.  Government  will  face  a  difficult  choice. 

The  choice  is  about  how  to  create  the  environment  in  the  WTO,  and  among 
emerging  market  countries  in  particular,  which  will  continue  to  drive  the  removal 
of  barriers  to  market  access,  even  though  these  current  negotiations  fall  short. 

Were  it  merely  a  matter  of  accepting  less  than  had  been  hoped  for,  we  could  sim- 
ply sign  and  look  forward  to  the  next  negotiation  to  get  more  adequate  progress. 

But  unfortunately  many  of  our  trading  partners  in  the  WTO  are  demanding  some- 
thing much  more  significant:  namely,  that  the  U.S.  Government  accept  an  irrev- 
ocable unconditional  Most  Favored  Nation  commitment  when  signing  the  agreement 
at  the  end  of  this  month.  Should  this  happen,  the  U.S.  Government  will  have  given 
up  potentially  significant  leverage  for  the  future.  It  will  have  forsworn  all  future 
rights  to  enact  and  implement  any  type  of  reciprocal  national  treatment  legislation. 
If,  under  such  legislation,  we  were  to  refuse  a  license  to  a  bank  on  the  grounds  that 
its  home  government  denies  access  to  U.S.  banks,  we  would  be  in  violation  of  the 
MFN  commitment  and  subject  to  dispute  settlement  and  penalties. 

Accepting  an  MFN  obligation  should  only  be  done  as  part  of  a  successful  negotia- 
tion, since  it  reduces  our  leverage  for  obtaining  market-opening  concessions  in  the 
future.  Were  it  to  be  done  in  the  absence  of  significant  liberalizing  commitments  by 
others,  it  would  tend,  basically,  to  freeze  the  already  open  U.S.  and  European  mar- 
kets open  and  the  closed  markets  closed.  But  this  is  what  many  of  our  trading  part- 
ners are  in  fact  demanding  of  the  U.S.  Government. 

Kthe  other  members  of  the  WTO  believe  this  negotiation  was  premature,  and  feel 
they  are  not  ready  to  make  serious  commitments  to  a  more  "liberalized"  regime  for 
trade  in  financial  services,  that  is  their  right.  However,  if  they  are  basically  telling 
us  that  we  must  be  more  patient  in  getting  broader  access  to  their  markets,  then 
my  response  is  that  they  must  also  be  more  patient  in  getting  a  100  percent  perma- 
nent unconditional  Most  Favored  Nation  commitment  from  the  United  States. 

rv 

This  negotiation  is  scheduled  to  conclude  at  the  end  of  this  month.  Should  there 
continue  to  be  inadequate  commitments  from  the  other  governments  participating 
in  the  talks,  then  we  believe  the  U.S.  Government  should  exercise  its  legal  right 
under  the  terms  of  the  financial  services  agreement  to  exempt  itself  from  the  uncon- 
ditional MFN  obligation.  In  other  words,  we  strongly  support  the  U.S.  Governments 
declared  position,  as  slated  clearly  in  December  1994  by  former  Secretary  of  the 
Treasury  Lloyd  Bentsen:  ".  .  .  unless  other  commercially  important  countries  are  pre- 
pared to  commit  to  open  their  markets  to  U.S.  financial  institutions,  the  United 
States  will  not  be  prepared  to  accept  an  MFN  obligation  in  financial  services  in  the 
WTO."  {U.S.  Treasury  press  release,  December  2,  1994.)  This  will  preserve  needed 
freedom  of  action  for  our  legislators  and  our  negotiators. 

The  policy  challenge  before  the  members  of  the  WTO  is  how  to  create  an  environ- 
ment, post-June  30,  1995,  which  is  most  likely  to  bring  about  the  desired  lowering 
of  market  barriers  in  coming  years.  People  differ  in  their  judgments  on  this.  We  be- 
lieve there  would  be  very  little  incentive  leR  for  countries  to  come  back  to  the  nego- 
tiating table  a  few  years  from  now  if  they  had — without  conceding  anything — ob- 
tained irrevocable  and  guaranteed  full  access  to  our  market  and  other  open  markets 
through  our  acceptance  of  the  MFN  clause  in  this  agreement.  We  therefore  strongly 
urge  that  the  U.S.  Government  hold  to  its  declared  position,  should  these  negotia- 
tions continue  to  fail  to  achieve  their  objective. 

Finally,  however,  I  wish  to  stress  that  our  main  objective  is  to  achieve  freer  trade 
in  financial  services  world-wide.  The  United  States  has  set  an  example,  both  by  wel- 
coming foreign  banks  into  the  market  and  by  ensuring  their  equal  treatment  under 
the  International  Banking  Act  of  1978  and  other  measures.  We  very  much  hope  that 
sufficient  concessions  will  be  made  by  the  countries  with  the  more  restricted  mar- 
kets to  permit  a  successful  agreement. 
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I  commend  the  Chairman  and  this  distinguished  Committee  for  having  taken  in- 
terest in  this  problem  when  so  many  other  issues  are  crowding  the  agenda,  and  look 
forward  to  discussing  any  questions  you  may  have.  Thank  you. 


PREPARED  STATEMENT  OF  PAUL  STEVENS 

General  Counsel,  Inve^ment  Company  Institute,  Washington,  DC 

June  8,  1995 

I.  Introduction 

My  name  is  Paul  Stevens.  I  am  General  Counsel  of  the  Investment  Company  In- 
stitute, the  national  association  of  the  American  mutual  fund  industry.^ 

I  am  pleased  to  present  the  Institute's  views  on  the  current  status  of  the  negotia- 
tions on  trade  in  financial  services.  If  successful,  these  negotiations  could  remove 
the  substantial  barriers  that  now  prevent  U.S.  mutual  fund  and  pension  managers 
from  competing  effectively  abroad. 

U.S.  investment  managers  provide  a  first-class  array  of  products  and  services  to 
U.S.  investors.  They  also  see  major  potential  for  growth  in  overseas  markets — pro- 
vided they  have  a  fair  opportunity  to  compete.  Unfortunately,  however,  U.S.  firms 
too  often  face  barriers  abroad  that  foreign  firms  do  not  find  in  the  United  States. 
Specifically,  various  foreign  countries  currently  exclude  U.S.  firms  from  or  signifi- 
cantly restrict  their  access  to  overseas  markets,  principally  in  the  areas  of:  (1)  advis- 
ing and  managing  foreign  mutual  funds  and  advising  foreign  non-fund  clients,  such 
as  pension  plans;  and  (2)  marketing  offshore  funds,  including  U.S.  funds,  in  those 
foreign  jurisdictions  where  this  is  otherwise  permissible. 

Congress  and  successive  Administrations,  Republican  and  Democrat  alike,  have 
recognized  and  sought  to  address  these  barriers.  Today,  many  of  our  concerns  are 
the  subject  of  ongoing  discussions  by  the  Clinton  Administration  in  the  financial 
services  negotiations  under  the  General  Agreement  on  Trade  in  Services  (GATS)  or 
in  separate  bilateral  negotiations.  We  have  strongly  supported  U.S.  negotiators 
throughout  this  process.  If  the  ongoing  negotiations  fail  to  redress  the  existing  com- 
petitive inequities,  however,  Congress  and  the  Administration  must  consider  addi- 
tional measures,  including  expressly  limiting  or  conditioning  the  access  of  foreign 
financial  firms  to  our  market. 

n.  The  Growth  of  Mutual  Fund  and  Pension  Assets  in  the  United  States 
and  Abroad  Has  Been  Substantial  and  Will  Continue 

A.  Growth  of  Mutual  Funds  and  Pension  Assets  in  the  United  States 
The  U.S.  mutual  fund  industry  is  a  great  American  success  story.  It  is  recognized 
as  the  world  leader  for  its  many  innovative  products  and  exceptional  services  and 
for  the  strict  regulatory  and  ethical  regime  under  which  it  operates.  As  a  result,  the 
industry  has  a  record  of  significant  and  steady  growth.  Total  assets  now  stand  at 
approximately  $2.3  trillion,  in  more  than  5,000  funds  held  by  approximately  40  mil- 
lion individual  shareholders.  This  represents  an  annual  growth  rate  of  17  percent 
over  the  last  5  years  and  a  current  household  penetration  level  of  one  out  of  every 
three  U.S.  households.  Assets  in  U.S.  mutual  funds  are  roughly  equal  to  total  assets 
for  the  entire  world-wide  fund  industry  outside  the  United  States. 

Moreover,  mutual  funds  have  become  an  increasingly  popular  means  for  retire- 
ment saving  in  the  United  States.  The  proportion  of  U.S.  pension  assets  invested 
in  mutual  funds  has  grown  from  1.5  percent  of  total  pension  assets  in  1983  to  7.2 
percent  today.  Total  pension  assets  during  the  same  period  grew  from  $854  billion 
to  $2.4  trillion,  an  increase  of  almost  three  times,  while  the  amount  of  pension  as- 
sets invested  in  mutual  funds  grew  almost  14  times  from  $12.8  billion  in  1983  to 
$176.7  billion  in  1994.  Today,  approximately  one-fourth  of  the  assets  in  401(k)  plans 
and  one-third  of  the  assets  in  individual  retirement  accounts  are  invested  in  mutual 
funds. 


^The  Investment  Company  Institute  is  the  national  association  of  the  American  investment 
company  ("mutual  fund")  industry.  Many  of  the  Institute's  investment  adviser  members  render 
investment  advice  to  both  investment  companies  and  other  clients.  In  addition,  the  Institute's 
membership  includes  490  associate  members  which  render  investment  management  services  ex- 
clusively to  non-investment  company  chents.  A  substantial  portion  of  the  total  assets  managed 
by  registered  investment  advisers  are  managed  by  these  Institute  members  and  associate  mem- 
bers. 
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B.  Growth  of  Mutual  Fund  and  Pension  Assets  Outside  the  United  States 
Investors  in  other  countries  share  the  same  basic  needs  and  desires  as  U.S.  inves- 
tors— to  plan  for  retirement,  provide  for  the  education  of  their  children,  and  improve 
their  living  standards.  These  common  needs  have  led  millions  of  middle-class  inves- 
tors around  the  world  to  recognize  the  benefits  of  the  diversification  and  profes- 
sional asset  management  offered  by  mutual  funds.  In  many  countries,  the  rate  of 
growth  in  mutual  Funds  in  recent  years  has  outstripped  the  growth  rate  of  all  other 
forms  of  investments  by  individuals.  Mutual  fund  assets  outside  the  United  States 
grew  from  $1  trillion  in  1988  to  over  $2  trillion  in  1994.  The  average  annual  growth 
rate  for  mutual  funds  in  Korea  over  the  past  5  years  has  been  24  percent,  in  Spain 
61  percent,  in  Portugal  58  percent,  and  in  Canada  35  percent. 

Foreign  pension  markets  also  have  experienced  significant  growth  in  recent  years. 
With  the  post- World  War  II  "baby  boom'  generation  approaching  retirement  age,  in- 
vestors have  increased  their  focus  on  retirement  income  goals.  Global  pension  assets 
are  expected  to  exceed  $11.2  trillion  by  the  end  of  1999,  an  increase  of  59.4  percent 
in  the  5  year  period  beginning  in  1994.^  It  is  expected  that  overseas  investments 
by  pension  funds  will  more  than  double  during  that  same  period  to  $1.7  trillion  from 
$788  billion  last  year.  As  pension  assets  are  increasingly  invested  in  international 
securities,  the  demand  for  managers  with  global  expertise  will  rise. 

m.  Foreign  Investment  Managers  Are  Free  to  Compete 
in  the  United  States  and  U.S.  Investment  Managers 
Shovdd  Have  the  Opportunity  to  Compete  Abroad 

A.  U.S.  Financial  Markets  are  Open  and  Transparent  to  Foreign  Advisers 
Foreign  investment  managers  enjoy  unrestricted  access  to  the  U.S.  financial  mar- 
kets. Foreign  investment  advisers  arc  unconditionally  granted  national  treatment  in 
the  United  States  and  may  readily  register  under  the  Investment  Advisers  Act  of 
1940.  No  citii.enship,  capital,  education,  experience,  or  other  qualification  standards 
are  imposed.  Unlike  almost  every  major  foreign  market,  there  is  no  U.S.  require- 
ment that  a  foreign  adviser  maintain  an  ofTice  and  staff  in  the  United  States.  All 
advisory  services  may  be  performed  on  a  fully  cross-border  basis,  i.e.,  from  the  home 
country  of  the  foreign  adviser.^  Once  registered  under  the  Advisers  Act,  a  foreign 
firm  can  sponsor  and  advise  a  U.S.  registered  mutual  fund  and  advise  other  U!S. 
clients,  including  pension  funds. 

Foreign  advisers  have  taken  advantage  of  the  easy  access  to  the  U.S.  markets 
through  two  separate  routes.  First,  foreign  advisers  have  acquired  existing  U.S. 
firms  to  establish  their  base  of  operations.  In  recent  years,  a  number  of  foreign 
firms  have  entered  the  U.S.  market  by  acquiring  U.S.  asset  management  firms,  in- 
cluding firms  of  substantial  size.  For  example.  Credit  Suisse  owns  a  60  percent 
stake  in  CS-First  Boston,  a  full-line  American  securities  operation  and  mutual  fund 
sponsor.  The  Bank  of  Montreal  entered  the  U.S.  investment  management  market 
by  acquiring  Harris  Trust.  Last  year,  Swiss  Bank  Corporation  acquired  Brinson 
Partners,  a  U.S.  money  manager  known  for  its  global  investing."*  Recently,  Switzer- 
land's second  largest  insurance  company,  Zurich  Insurance  Group,  announced  a  de- 
finitive agreement  to  acquire  Kemper. 

Second,  foreign  advisers  have  established  operations  in  the  United  States  through 
a  branch  office  or  affiliate  or  on  a  cross-border  basis.  Currently,  approximately  378 
entities  with  foreign  business  addresses  from  41  different  countries  are  registered 
under  the  Advisers  Act.'  At  least  30  or  more  foreign  advisers  are  managing  U.S. 
registered  mutual  funds.® 

B.  The  U.S.  Economy  Benefits  From  Expanded  Opportunity 

for  U.S.  Managers  to  Compete  Abroad 
U.S.  money  managers  have  clearly  demonstrated  their  ability  to  offer  attractive 
products  and  services  in  those  foreign  markets  to  which  they  have  been  permitted 
access.  The  success  stories  are  numerous.  For  example,  a  U.S.  fund  manager  created 


^Pensions  and  Investments,  May  15,  1995,  p.  3,  citing  projections  by  InterSec  Research  Corp., 
Stamford,  Connecticut. 

^U.S.  law  also  permits  a  foreign  securities  firm  to  provide  mutual  fund  underwriting  services 
on  a  croes-border  basis.  Moreover,  a  U.S.  fund's  principal  underwriter  is  subject  to  a  minimal 
capitalization  requirement  with  respect  to  fund  underwriting  activities. 

*  Swiss  Bank  Corp.  stated  the  acquisition  "enables  us  to  Lake  a  quantum  leap  in  a  segment 
of  the  U.S.  market."  Chicago  Sun-Times,  September  1,  1994,  p.  58. 

'This  figure  includes  at  least  17  Japanese,  27  Korean,  and  3  Taiwanese  firms.  In  addition, 
a  number  of  foreign-controlled  firms  with  U.S.  business  addresses  are  registered  under  the  Ad- 
vieers  Act. 

'Each  fund  managed  by  a  foreign  adviser  is,  of  course,  subject  to  all  of  the  investor  protection 
provisions  of  the  Investment  Company  Act  of  1940. 
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the  first  and  only  mutual  fund  in  Poland  sold  primarily  to  Polish  investors.  In  its 
first  2  years,  the  fund  attracted  500,000  investors  and  its  assets  grew  to  over  $900 
million.  A  U.S.  fund  manager  is  now  the  sixth  largest  manager  of  mutual  funds  in 
Canada. 

Facilitating  new  overseas  opportunities  for  U.S.  mutual  fund  managers  produces 
important  economic  benefit  in  the  United  States.  Many  of  the  funds  and  other  ac- 
counts managed  by  U.S.  firms  for  foreign  clients  are  invested  in  U.S.  securities.  The 
expertise  of  U.S.  portfolio  managers,  provided  through  mutual  funds  and  discre- 
tionary accounts,  is  an  ideal  vehicle  for  attracting  foreign  capital  in  the  form  of  port- 
folio investment,  as  distinct  from  foreign  direct  investment  and  the  acquisition  of 
control  of  U.S.  businesses.  The  expansion  of  U.S.  mutual  fund  managers  activities 
abroad  also  creates  additional  skilled  jobs  here  at  home,  in  the  form  of  advisory,  ad- 
ministrative, and  other  functions  ancillary  to  their  offshore  activities. 

rV.  Progress  Has  Been  Slow  in  Removing  Barriers  to  Access  for  U.S.  Firms 

While  U.S.  markets  are  open  and  transparent  for  foreign  competitors,  U.S.  firms 
have  been  excluded  from  a  number  of  key  financial  markets — and  progress  in  re- 
moving the  barriers  to  these  markets  has  been  slow. 

Since  the  1980's,  successive  Administrations  and  Congresses  have  seen  the  impor- 
tance of  fostering  open  markets  to  permit  U.S.  firms  to  compete  effectively  in  the 
global  economy.  The  Institute  has  worked  with  and  supported  the  efforts  of  the  U.S. 
trade  negotiators  to  obtain  national  treatment  and  effective  market  access  abroad 
for  U.S.  investment  managers.  The  Institute  also  has  supported  legislation  designed 
to  remedy  the  inequity  that  exists  when  foreign  firms  have  unlimited  access  to  U.S. 
markets,  while  U.S.  firms  are  denied  access  to  those  countries'  markets.''  Despite 
the  best  efibrts  of  U.S.  Government  officials,  Members  of  Congress,  and  the  indus- 
try, our  market  access  goals  have  not  yet  been  achieved. 

To  illustrate  this  problem,  I  will  review  briefiy  the  current  situation  in  Japan, 
Korea,  and  Taiwan — three  Asian  markets  of  particular  interest  to  the  U.S.  mutual 
fund  industry. 

A.  Japan 

Today,  Japan  is  the  second  largest  pension  market  in  the  world,  with  total  pen- 
sion assets  of  some  $1.1  trillion.  IJespite  the  growth  of  this  market,  however,  Japa- 
nese trust  banks  and  insurance  companies  have  continued  to  enjoy  a  virtual  monop- 
oly on  the  management  of  public  and  private  pension  assets  in  Japan.  By  law,  the 
vast  majority  of  pension  assets  have  been  managed  only  by  these  domestic  institu- 
tions. Moreover,  regulations  imposing  strict  investment  guidelines  have  inhibited 
competition  based  on  investment  performance  and  greatly  impeded  access  by  spe- 
cialty advisers.  The  entire  regulatory  framework  has  perpetuated  the  entrenched  po- 
sition of  Japan's  select  group  of  trust  banks  and  large  insurance  companies. 

A  similar  situation  prevails  in  Japan's  mutual  fund  market.  Because  of  the  high 
costs  for  a  foreign  firm  of  obtaining  a  license  to  manage  mutual  funds  in  Japan,  the 
subjective  and  discretionary  nature  of  licensing  standards,  the  lack  of  transparent 
administrative  rules,  and  the  requirement  to  maintain  entirely  separate  personnel 
and  ofiices  to  conduct  both  mutual  fund  and  pension  management  activities,  no  U.S. 
firm  has  been  granted  an  investment  trust  license.®  As  a  result,  the  Japanese  mu- 
tual fund  industry,  the  third  largest  in  the  world  with  total  assets  of  $435  billion, 
is  managed  by  only  a  few  firms. 

For  all  of  these  reasons,  increased  access  to  Japan's  pension  and  mutual  fund 
markets  has  been  a  priority  for  the  Institute  since  1992.  In  October  1994,  the  Insti- 
tute sponsored  a  report  by  the  Employee  Benefit  Research  Institute — "The  Impact 


■'Statement  of  David  Silver,  President,  Investment  Company  Institute,  before  the  Committee 
on  Banking,  Housing,  and  Urban  AfTairs,  U.S.  Senate  on  S.  2028,  'The  Fair  Trade  in  Financial 
Services  Act  of  1990,"  April  5,  1990;  Statement  of  Matthew  P.  Fink,  President,  Investment  Com- 
pany Institute,  before  the  Subcommittee  on  International  Development,  Finance,  Trade  and 
Monetary  Policy  of  the  Committee  on  Banking,  Finance  and  Urban  Affairs,  U.S.  House  of  Rep- 
resentatives on  H.R.3503,  'The  Fair  Trade  in  Financial  Services  Act  of  1991,"  January  22,  1992; 
Statement  of  Matthew  P.  Fink,  President,  Investment  Company  Institute,  before  the  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives  on  H.R.  1891,  'The  Investment  Competitive- 
ness Act  of  1993,"  June  24,  1993;  Statement  of  Matthew  P.  Fink,  President,  Investment  Com- 
pany Institute,  before  the  Committee  on  Banking,  Housing,  and  Urban  Affairs,  U.S.  Senate  on 
S.  1527,  'The  Fair  Trade  in  Financial  Services  Act  of  1993,"  October  26,  1993. 

*The  one  major  U.S.  fund  group  that  has  sought  such  a  license  withdrew  its  application  in 
1991  because  of  the  high  costs  associated  with  licensing  and  investment  trust  management. 
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of  Market  Access  and  Investment  Restrictions  on  Japanese  Pension  Funds."  ^  This 
report  showed  that  while  Japan  has  one  of  the  world's  most  rapidly  aging  popu- 
lations, the  returns  on  its  pension  assets  are  among  the  lowest  in  the  developed 
world.  It  also  demonstrated  that  these  low  returns  are  a  direct  result  of  the  Japa- 
nese government's  restrictions  on  who  could  manage  pension  assets,  how  the  assets 
could  De  invested,  and  other  policies  that  inhibit  both  specialization  and  competition 
based  on  investment  performance.  The  Institute  presented  the  report  to  Japanese 
government  officials  in  October  1994,  and  its  findings  garnered  significant  press  in- 
terest in  Japan. ^° 

The  United  States-Japan  Financial  Services  Agreement  announced  in  January  ad- 
dresses many  of  the  Institute's  concerns,  and  oflers  the  first  real  hope  that  the  Jap- 
anese pension  management  and  mutual  fund  markets  will  be  opened  to  effective 
competition.  It  represents  a  promising  step  forward  in  what  heretofore  has  been  a 
very  slow  and  frustrating  process  of  market  liberalization  by  Japan. 

Under  the  Agreement,  Japan  has  promised  to  take  a  number  of  steps  to  increase 
from  $264  billion  to  $592  billion  the  portion  of  public  and  private  pension  assets 
that  can  be  managed  by  discretionary  investment  advisers,  including  U.S.  advisers. 
Japan  also  will  permit  advisers  to  offer  specialized  management  and  will  make 
other  changes  to  permit  U.S.  pension  plan  managers  to  compete  for  business  on  the 
basis  of  performance.  The  Agreement  further  provides  that  the  same  firm  may  be 
licensed  as  both  a  pension  fund  manager  and  a  mutual  fund  manager  without  nav- 
ing  to  maintain  separate  capital,  facilities,  and  personnel.  Taken  together,  these 
changes  should  on"er  a  more  meaningful  opportunity  for  U.S.  investment  advisers 
to  manage  pension  assets  in  Japan  and  snould  make  the  Japanese  mutual  fund 
market  more  attractive  to  U.S.  firms. 

Because  the  real  test  of  the  Agreement  will  come  as  Japan  implements  the 
changes,  the  Institute  intends  to  follow  this  process  carefully,  and  will  continue  to 
advise  Congress  and  the  Administration  in  this  regard.  We  would  urge  the  Adminis- 
tration to  insist  that  Japan  schedule  all  of  the  terms  of  the  Agreement  as  commit- 
ments in  the  GATS,  suDJect  without  exception  to  enforcement  through  the  World 
Trade  Organization  (WTO)  procedures  under  GATT. 

B.  Korea 

The  market  access  issues  in  Korea  and  Taiwan  are  substantially  similar.  Both 
countries  effectively  exclude  U.S.  managei-s  from  their  domestic  mutual  fund  mar- 
kets. Both  countries  only  permit  the  sale  of  offshore  (non-domestic)  funds  under 
cumbersome  and  restrictive  procedures.  Both  of  them  also  substantially  limit  the 
ability  of  U.S.  investment  managers  to  invest  in  their  markets. 

The  Korean  market  is  essentially  closed  to  U.S.  advisers  wishing  to  manage  Ko- 
rean mutual  funds.  A  foreign  firm  can  own  only  a  5  percent  equity  participation  in 
a  Korean  mutual  fund  sponsor  and  total  foreign  investment  is  capped  at  10  percent. 
The  Korean  market,  which  has  grown  from  $21  billion  in  1988  to  $81  billion  as  of 
December  1994,  is  the  eighth  lai-gest  mutual  fund  market  outside  the  United  States. 
Despite  the  attractiveness  of  the  market,  the  5  percent  and  10  percent  equity  par- 
ticipation limits  have  precluded  foreign  participation. 

Foreign  mutual  fund  managers  also  are  inhibited  in  their  ability  to  sell  offshore 
funds  in  Korea.  Since  July  1994,  Koreans  have  been  permitted  to  invest  in  foreign 
securities,  including  offshore  mutual  funds,  through  specified  domestic  and  foreign 
brokers  in  Korea.  To  do  so,  however,  i-equires  compliance  with  costly  and  cum- 
bersome procedures  and  it  appears  that  funds  that  use  forward  pricing^''  (e.g.,  Unit- 
ed States  and  Luxembourg  funds)  can  not  be  sold  in  Korea.  Most  importantly,  off- 
shore fund  managers  cannot  promote  their  funds  publicly.  As  a  result,  the  rules  that 
allow  Korean  investors  to  purchase  offshore  funds  do  not  provide  meaningful  access 
for  U.S.  fund  sponsors. 

U.S.  mutual  funds  also  encounter  substantial  barriers  when  investing  in  Korea. 
A  foreign  investment  manager  or  a  i-elated  group  of  funds  or  accounts  cannot  own 
more  than  3  percent  of  a  Korean  issuer  and  aggregate  foreign  investment  is  limited 
to  12  percent.  When  Korean  stocks  reach  the  foreign  ownership  limit,  foreign  inves- 


'A  copy  of  the  report  is  attached  to  this  testimony  as  Attachment  A.  The  report  was  co-spon- 
sored by  the  European  Federation  of  Investment  Funds  and  Companies,  the  Institute's  EU  coun- 
teroart. 

*"See,  e.g.,  "Pension  F'und  Management  in  Aging  Japan:  Control  Keeps  Pension  Yield  Low," 
Sankei  Shinhun,  October  20,  1994;  "(Government  Control  Main  lieason  for  I>ow  Pension  Yields: 
An  Interview  With  the  Counsel  for  the  U.S.  Investment  Trust  Association,"  Nihon  Keizai 
Shinbun,  October  31,  1994. 

11  "Forward  pricing"  means  that  a  shareholder's  order  to  purchase  or  sell  fund  shares  is  priced 
based  on  the  net  asset  value  next  computed  afler  the  order  is  placed.  U.S.  law  requires  forward 
pricing  of  mutual  funds  to  prohibit  arbitrage  agamsl  the  fund. 
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tors  pay  steep  premiums  to  acquire  shares  from  other  foreign  investors.  Foreign  in- 
vestors also  cannot  acquire  shares  of  new  offerings.  This  limitation  creates  a  sub- 
stantial disadvantage,  because  new  shares  in  Korea  are  issued  at  artificially  low 
prices  which  generally  double  when  the  shares  are  listed  for  secondary  trading.  At 
the  same  time,  Korean  managers  can  establish  trusts  through  which  foreigners  can 
invest  in  Korea  as  domestic  investors.  As  a  result,  Korean  money  managers  are  pro- 
tected from  fair  competition. 

Although  two  of  tnese  market  restrictions  are  described  in  the  Administration's 
April  30,  1995  Report  on  the  status  of  the  GATT  negotiations,  it  is  our  understand- 
ing that,  to  date,  Korea  has  made  no  meaningful  commitment  for  liberalization  in 
these  areas. 

C.  Taiwan 

In  Taiwan,  a  U.S.  manager  can  participate  in  Taiwan's  domestic  mutual  fund 
market  only  by  holding  a  snare  of  not  more  than  25  percent  in  a  Taiwanese-con- 
trolled mutual  fund  management  company. ^^  Total  foreign  ownership  of  a  fund 
management  company  is  capped  at  49  percent. ^^  U.S.  firms  that  have  invested  in 
Taiwanese  management  companies  have  found  that,  as  25  percent  owners,  it  is  ex- 
tremely difficult  to  have  more  than  a  passive  role.  Although  banks,  insurance  com- 
panies, and  brokerage  firms  in  Taiwan  can  be  100  percent  foreign-owned,  Taiwan 
has  continued  to  deny  U.S.  mutual  fund  sponsors  meaningful  access  to  the  Taiwan- 
ese market. 

Although  the  sale  of  offshore,  non-Taiwanese  mutual  funds  is  permitted  in  Tai- 
wan, such  sales  are  subject  to  a  patchwork  of  disparate  and  cumbersome  regulations 
administered  Iw  the  Central  Bank  of  China  and  Taiwan's  SEC.  Most  importantly, 
these  offshore  funds  may  not  be  advertised  or  promoted.** 

Taiwan  also  restricts  the  ability  of  U.S.  mutual  funds  to  invest  in  Taiwanese  secu- 
rities. A  single  "qualified  foreign  institutional  investor,"  e.g.,  a  U.S.  money  manager 
acting  on  benalf  of  one  or  more  funds  or  other  discretionary  accounts,  may  hold  no 
more  than  6  percent  of  a  Taiwanese  issuer,  and  total  foreign  ownership  is  capped 
at  12  percent  per  issuer.  The  "Qualified  foreign  institutional  investor"  license  is  sub- 
ject to  numerous  conditions  ana  restrictions,  including  a  requirement  that  dividends 
and  capital  gains  on  investments  be  repatriated  only  once  annually.  The  strict  in- 
vestment limits  and  the  cumbersome  regulations  under  which  they  are  administered 
have  deterred  many  U.S.  funds  from  investing  in  Taiwan. 

Taiwan's  strong  interest  in  becoming  a  signatory  to  the  GATT  provides  an  oppor- 
tunity for  the  United  States  to  negotiate  a  liberalization  of  Taiwan's  market  access 
restrictions.  Unfortunately,  the  Institute  understands  that,  despite  Taiwan's  in- 
creasing role  in  trade  negotiations  and  its  interest  in  becoming  a  regional  financial 
center,  mutual  fund  issues  have  not  been  addressed  in  any  liberalization  plans. 
Since  the  talks  with  Taiwan  are  proceeding  on  a  separate  track  from  the  GATS  fi- 
nancial services  negotiations,  the  Administration  should  continue  to  seek  an  agree- 
ment with  Taiwan  that  will  open  Taiwan's  investment  management  market  to  effec- 
tive competition  by  U.S.  mutual  fund  firms. 

V.  The  GATS  Financial  Services  Negotiations  Represent 
A  Unique  Opportunity  to  Obtain  Market  Liberalization 

From  the  outset  of  the  Uruguay  Round  negotiations,  the  Institute  and  other  par- 
ticipants in  the  U.S.  financial  services  industry  have  worked  closely  with  the  U.S. 
Government  to  obtain  binding  commitments  from  our  commercially  significant  trad- 
ing partners  to  improve  access  to  overseas  markets  in  financial  services.  Various  of 
our  trading  partners  have  been  unwilling  to  make  such  commitments.  In  the  ab- 
sence of  clear  assurances  of  opportunity  and  treatment  for  U.S.  money  managers  in 
a  foreign  market,  the  Institute  and  others  have  urged  and  continue  to  urge  the 
United  States  to  reserve  the  right  to  modify  or  withdraw  market  access  and  national 
treatment  commitments  as  appropriate.  We  were  pleased  that  the  Second  Annex  to 


^ Since  Taiwan's  mutual  fund  market  began  in  1983,  it  has  grown  rapidly  to  over  $10  billion 
in  assets  as  of  March  31,  1995. 

^^  Before  a  fund  management  company  can  offer  any  other  fund,  it  must  launch  a  closed-end 
fund  with  a  capitalization  of  4  billion  NT  $  (about  $160  million)  raised  within  45  days  from  at 
least  3,000  investors.  This  requirement  is  particularly  burdensome  for  foreign  firms.  Unlike  its 
domestic  partners,  a  foreign  manager  typically  has  neither  a  distribution  network  nor  a  large 
Taiwanese  labor  force  to  use  to  meet  the  3,000  investor  requirement.  Moreover,  the  restrictions 
on  foreign  investment  in  Taiwanese  securities  prevent  the  foreign  firm  from  contributing  its  own 
seed  money  to  meet  the  initial  capitalization  requirement. 

^*  Despite  these  restrictions,  Taiwanese  investors  are  purchasing  offshore  funds.  Thus  it  is 
clear  that  a  market  exists  in  Taiwan  for  a  greater  variety  of  investment  funds  than  those  cur- 
rently offered  by  the  limited  number  of  domestic  fund  management  companies. 
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the  Uruguay  Round  Agreement  permits  the  United  States  to  do  this,  if  market  Hber- 
alization  commitments  have  not  been  obtained  by  the  June  30,  1995  deadline. 

The  April  30,  1995  Report  to  Congress  on  the  status  of  the  negotiations  indicates 
that  little  progress  has  been  made  in  securing  liberalization  commitments.  The  of- 
fers described  in  the  report,  at  best,  represent  minor,  piecemeal  steps  toward  open- 
ing markets  to  effective  competition.  Korea,  for  example,  has  offered  to  raise  the 
cefline  for  foreign  equity  participation  in  a  Korean  mutual  fund  sponsor  to  permit 
a  single  foreign  firm  to  hold  only  a  10  percent  share.  Foreign  firms  in  the  ag^egate 
could  hold  only  a  20  percent  share.  Requiring  a  U.S.  mutual  fund  firm  to  be  no  more 
than  a  10  percent  ioint  venturer  in  a  Korean  mutual  fund  management  company 
is  not  effective  market  access.*^  Moreover,  as  we  understand  it,  the  ofiers  received 
in  Geneva  in  recent  weeks  represent  little  improvement  over  the  situation  described 
in  the  Administration's  April  30,  1995  Report.  It  appears  that  U.S.  trading  partners 
have  not  yet  made  the  kinds  of  commitments  that  will  be  needed  for  a  successful 
outcome  to  the  negotiations. 

At  this  point,  the  prospects  for  substantial  liberalization  commitments  are  at  best 
unclear.  We  remain  hopeful  that  U.S.  trading  partners  will  be  persuaded  to  elimi- 
nate the  barriers  that  deny  effective  market  access.  But  the  United  States  must  be 
prepared  to  take  appropriate  action  if  the  GATS  negotiations  fail  to  produce  these 
results.  Such  action  should  include  taking  an  MFN  reservation  in  GATS  and  com- 
mencing bilateral  negotiations  with  specific  countries  or  regions.  Absent  this  resolve, 
our  markets  will  be  open  to  all,  ana  the  U.S.  Government  will  have  little,  if  any 
leverage,  to  secure  increased  access  to  restricted  foreign  markets. 

Conclusion 

The  Institute  appreciates  the  opportunity  to  present  its  views.  We  believe  that  the 
time  has  come  for  our  trading  partners  around  the  world,  including  Japan,  Korea, 
and  Taiwan,  to  open  their  mutual  fund  and  pension  management  markets  to  effec- 
tive competition.  We  look  forward  to  working  with  the  104th  Congress  to  address 
these  important  issues. 


^"In  contrast,  Daehan  Inveslmenl  Trust,  which  has  $22  biUion  under  management  and  con- 
trols 30  percent  of  the  Korean  mutual  fund  market,  found  no  legal  barriers  in  the  United  States 
when  it  announced  its  intention  to  enter  the  U.S.  mutual  fund  business.  Its  investment  adviser 
registration  became  elTective  with  the  SKC  on  December  14,  1994. 
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ATTACHHErrT    A 


The  Impact  of  Market  Access 
and  Investment  Restrictions  on 
Japanese  Pension  Funds 


^~li 


This  report  relates  the  trend  of  the  aging  Japanese  population  to  the  need  for 
adequate  retirement  income.  It  bneily  describes  the  Japanese  system  of  public 
and  private  pensions,  the  administration  and  investments  of  pension  plans,  and 
the  choice  of  investment  managers  made  by  pension  plans.  The  report  presents 
evidence  of  lower  rates  of  return  to  pension  assets  in  Japan,  comparea  with  the 
United  States  and  other  developed  countries;  relates  these  below  normal  returns 
to  government  regulations;  ana  provides  implications  for  deregulation  of  the 
Japanese  pension  fund  market. 

Japan  has  one  of  the  most  rapidly  aging  populations  in  the  developed  world  as 
a  result  of  extremely  low  fertility  rates  and  one  of  the  world's  highest  life 
expectancy  rates.  The  aging  population  necessitates  that  pension  funds  ~De 
invested  effiaently  so  as  to  yield  the  highest  possible  returns  using  pruaent 
investment  strategies. 

The  Ministry  of  Finance  investment  guidelines  require  that  most  of  the  funds 
from  the  pubhc  programs  mvested  in  the  financial  markets  must  be  managed  by 
trust  banjcs  and  life  insurance  companies.  The  National  Pension  Plan  and  the 
Employer  Pension  Insurance  System  are  not  allowed  to  employ  discretionary 
investment  advisors. 

Only  one  of  the  two  types  of  pnvate  employer  pension  plans  can  employ 
discretionary  investment  advisors.  The  majority  of  all  pnvate  employer  pension 
fund  assets  in  Japan  are  managed  by  3  Japanese  trust  banks  and  21  Japanese 
life  insurance  compaiues.  The  top  15  pension  fund  managers  handle  94  percent 
of  all  pension  assets.  In  contrast,  the  15  largest  pension  fund  managers  in  the 
United  States  control  about  22  percent  of  pension  funds. 

The  conservative  regulations  under  w'nich  Japanese  plans  operate  bias  plan 
holdings  toward  fixed  income  rather  than  equity  investments  and  result  in  asset 
allocations  significantly  different  from  those  of  US.  pension  plans.  Ministry-  of 
Finance  regulations  restnct  comoetition  in  pension  management  services  and 
limit  the  ability  of  a  plan  to  hire  speaeiiized  managers.  Regulations  and  customs 
that  reauire  more  conservative  asset  allocation  and  reduce  competition  among 
fund  managers  tend  to  cause  lower  investment  returns. 

Without  changes,  Japanese  pension  funds  will  continue  to  operate  under  severe 
restrictions  that  limit  their  opportunities  for  higher  return.  Ultimately,  this  will 
require  either  higher  employer  or  employee  contnbutions.  or  both,  to  support 
future  retirement  benefits. 
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Chan  1 
Invaiuirant  Ratum  of  Pension  Funos.  198S-1992 
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The  Japanese 
retirement 
income 
system 
consists  of  a 
netwom  of 
overlapping 
public  programs  and  two  primary  types  of  defined  benefit 
corporate  pensions.  All  ciUzens  are  eligible  to  be  covered 
by  at  least  one  of  the  pubhc  programs,  and  about  one- 
half  of  all  pnvate-sector  employees  pamapate  in  a 
corporate  pension  plan.  Both  the  public  and  private 
pension  systems  are  closely  regulated  by  the  Ministry  of 
Finance  and  the  Ministry  of  Health  and  Welfare. 
Recently,  regulatory  policy  governing  the 
investment  of  public  and  private  pensions  has  received 
considerable  attenaon  by  the  Japanese  pension  commu- 
nity, foreign  investment  firms  seeking  greater  access  to 
the  Jaoanese  market,  and  U.S.  trade  negotiators.  Of 
particular  interest  are; 

•  regulations  that  preclude  certain  types  of  firms  from 
acting  as  money  managers  for  some  pension  funds: 

•  limits  placed  on  the  percentage  of  fund  assets  that 
discretionary  investment  advisors."  as  opposeo  to 


trust  banks  and  life  insurance  comoanies.  can  man- 
age: 

•  asset  allocation  limits  for  total  plan  assets  and  for 
eacn  individual  money  manager  employed  by  a 
pension  fund  that  require  most  assets  be  invested  in 
bonds  and  fixed  return  instruments  rather  than  in 
equines  and  hinder  the  hiring  of  specialists: 

•  accounting  practices  that  value  assets  at  book  value 
instead  of  market  value,  concealing  actual  investment 
performance  and  thereoy  hmiting  competition  based 
on  superior  investment  returns:  and 

•  problems  associated  with  selecting  and  changing 
money  mangers  that  limit  direct  competition  for 
management  services. 

The  effect  of  these  regulations  is  that  Japanese 
trust  banks  and  life  insurance  compames  retain  control 
of  most  pension  fund  assets  available  for  outsioe  man- 
agement. These  finanaal  institutions  do  not  have  to  be 
concemea  with  competition  from  other  types  of  invest- 
ment managers.  Firms  seeking  to  provide  advisory 
services,  particularly  speaalizea  investment  services, 
have  amy  the  most  limited  restricted  access  to  pension 
funds. 
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Chan  2 
Porvon  ol  Peculation  Aged  65  and  Over  by  Country.  1900-2020 
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This  Special  Report  focuses  on  the  impact 
of  these  regulations  on  the  rate  of  iretum  to  pen- 
sion assets  in  Japan.  These  regulations  limit  the 
investment  options  of  most  pension  funds  to 
prescribed  conservative  investment  strategies, 
preclude  the  use  of  certain  types  of  investment 
advisors,  and  inhibit  open  competition  among 
investment  management  firms.  The  ability  of  pension 
plan  sponsors  to  implement  modem  investment  tech- 
niques, hire  specialized  managers,  or  use  current 
state-of-the-art  investment  theory  to  optimize  the 
selection  of  a  pension  portfolio  is  also  restricted  by  these 
guidelines.  For  those  pension  runds  whose  mvestment 
behavior  is  constrained  by  these  regulatory  limits,  the 
investment  return  will  be  adversely  aiTected  i  chart  1). 

Lower  rates  of  return  necessitate  higher  pension 
contnbutions  to  support  promised  benefits  in  a  dehned 
benefit  pension  plan.-  However.  Japanese  e.xecunves  do 
not  seem  to  recognize  the  financial  implications  of  this 
relationship.  Noboru  Teraaa  1 1994).  executive  director. 
Pension  Fund  Association,-^  states.  'It  appears  to  me  that 
top  executives  of  business  firms,  regrettably,  do  not  pay 


adequate  attention  to  their  pension  fund  investments.  As 
the  pension  fund  is  not  shown  in  the  corporate  balance 
sheet,  most  top  management  tend  to  believe  that  the 
pension  fund  is  not  the  property  of  their  company  and. 
therefore,  they  are  not  concerned  over  the  management 
of  their  pension  fund.' 

The  Japanese  population  is  aging  much  more 
rapidly  than  that  of  the  Umted  States  and  other  devel- 
oped countnes  (chart  2).  The  cost  of  providing  public 
pension  benefits  based  on  the  current  oenei'it  formula  is 
projected  to  double  withm  the  next  25  years.  Similar 
cost  pressures  will  occur  among  pnvate  pensions.  These 
demographic  trends  increase  the  importance  of  investing 
retirement  funds  in  an  etTicient  manner  to  yield  the 
highest  possible  returns  subject  to  nsk  considerations. 

This  report  begins  by  e.xamining  the  aging  of  the 
Japanese  population  and  relates  demographic  trends  to 
the  need  for  adequate  retirement  income.  Next,  ihe 
report  orieily  descnises  the  Japanese  system  of  public 
and  pnvate  pensions,  the  administration  and  invest- 
ments of  pension  plans,  and  the  choice  of  investment 
managers  made  by  pension  plans.  The  repon  then 
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TaOM  1 

1 

EsUmatM  and  Pro|«c1lona  of  th«  JapancM  Population              1 
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presents  evidence  of 
lower  rates  of  return 
to  pension  assets  in 
Jaoan  compared  with 
the  United  States  and 
other  develooed 

countnes.*  relates  these  below  normal  returns  to  govern- 
ment relations,  and  provides  implications  for  the 
dere^ation  of  the  pension  fund  financial  market  in 
Jaoan. 


Japan  has 
one  of  the 
most  rapidly 
aging  popula- 
tions in  the 
developed 
worid^  as  a 
result  of  extremely  low  fertility  rates  and  one  of  the 
world's  highest  life  expectancy  rates.  Following  World 
War  II.  Japan  experienced  a  very  short  baby  boom  that 
was  followed  by  a  sharp  decline  in  fertility  rates.  Life- 
time femhty  rates  have  declined  from  3.26  births  per 
woman  in  1951  to  less  than  1.5  births  per  woman  in  the 
1990s.  These  low  fertility  rates  are  not  suifident  to 
maintain  the  absolute  sue  of  the  population  in  the  next 
century.* 

Life  expectancy  at  birth  for  males  in  1992  was 
76.1  years,  while  women  could  expect  to  live  until  age 
82.2.  compared  with  67.7  years  for  men  and  72.9  years 
for  women  m  1965.  The  increased  life  expectancy  has 
contributed  to  population  aging  i  table  li  and  exaceroated 


the  problems  assoo- 
atea  with  providing 
an  adequate  retire- 
ment income.  This 
laner  point  is  funher 
illustrated  by  the 
increase  in  life  expectancy  at  age  65.  Male  iife  e.xpect- 
ancy  at  age  65  increased  from  11.9  years  in  1965  to 
16.3  years  m  1992.  while  female  life  expectancy  at  do 
increased  from  14.6  years  to  20.3  years.'  Consequently. 
the  numoer  of  years  the  average  person  couid  exoect  to 
receive  a  pension  in  Japan  mcreasea  by  aimosr ' 
40  percent. 

This  rapid  aging  of  the  population  will  place 
severe  finanaal  pressure  on  the  nation  s  public  and 
private  pension  systems.  Tax  rates  for  public  pensions 
must  be  significantly  mcreased  if  benents  are  to  be 
maintainea.  and  employers  will  face  a  more  difficult  time 
m  providing  adequate  retirement  income  from  comoany 
pensions.  The  aging  of  the  population  necessitates  tnat 
pension  fiinds  be  invested  erRaentiy  so  as  to  vield  the 
highest  possible  returns  usmg  pruoent  investment 
strategies.' 


system  consisu  of  the  .National  Pension  (NP)  plan. 


.  monttttf^  laiuft  V9  rtoorttd  in  wn.   Sw 


I*  "iisuaam^  Heatun  nn  moju  lAtir  own  '!>au  oart' 
1993   19^  ituurs  ujuw  an  <zc/ian^r  fnti  of  100  twn  prr  tto*iar 


*  Thmugt^u, 


I  ftntiitir  mi«  ot  aoO'^f'tAi^io  2,1  6tn/u  ptr  urv%an  dunn4  n 
I  rtntuen  ntvtn  eurmu  i*v«u  ol  mc 


1  i^cusMutn  of  tht  a^njl  of  tht  Jaoanem 


I  Tportra  m  pfuic 


^  T\t  rvotd  a^n4  or  l^  oootuatutn  4 
ofjaoonrwt  rcnoantfs.  panuuianv 


I  Otau-a  ■  1994>  tuxno> 


Ulitumu  i/itf  /vounwi  in  wo^  t/v^vnwnu  u 


1  foo  tiatrufxct 


October  1994  •  EBRl  Sctciai  Reoort 


70 


Chan  3 
Structure  of  Public  Paniion  Scheme*:  1992 


Ptflxon  to(  ScD-EmDioyad 


Pennon  lor  Emonyees 


Naoonai  Pmtton 
Funo  (aooul  0  S7 
mtllton  m«fnD«n) 


EinDioy««s  ol  Pnvaie-Sactor  ComoaniM 


Emoioyeaa  Psnsnn 

Funo  (aooul 
12  miHion  meniMfs) 


Tax-Quaiilwa  Pansnn 

Plan  I  aooul 
10  million  mamoerv) 


Emcioy***'  Panson 

Insurancaiacout 
32  million  r 


(Occuoauonai  Component) 


Mutual  Ak)  Assoaaoons 
(aoout  6  million  memoenl 


National  Pension  iBaa«  Pension) 


Setf-Effloioyed. 

etc 

(about 

l8.5mUlian) 


Wives  o#  Salaned  Woman 
(about  12  miUion) 


Pnvate-Sector  Sajaneo  Women 
(aoout  32  miMoni 


Civil  Servants, 
etc  I  about 
6  million  I 


Source:  Matenan  oreoared  by  the  Pension  Fund  Assooanon.  1993. 


the  Employee  Pension  Insurance  (EPI)  system,  and 
a  series  of  mutual  aid  associations  covering  vari- 
ous types  of  public  employees  I  Soaai  Insurance 
Agency,  1993:  Tamura.  1992;  Clark  1991).  The  Pension 
Insurance  Amendments  enacted  in  Apni  1985  trans- 
formed the  National  Pension  from  a  program  covering 
only  the  self-employed  mto  a  umversal  retirement 
benefit  system  that  provides  a  basic,  flat-rate  benefit  to 
all  persons  65  and  over.  Chart  3  provides  an  overview  of 
the  structure  of  the  public  system  that  currently  oper- 
ates in  Japan  I  Pension  Fund  Assoaation,  1993b  I. 

Benefits — Benefits  from  the  National  Pension  plan  are 
paid  at  age  65.  although  reduced,  early  retirement 
benefits  can  be  received  between  age  60  and  age  65. 
Benefits  are  increased  annually  to  reflect  increases  m 
the  consumer  pnee  index.  The  cost  of  National  Pension 
benefits  is  financed  by  individual  contributions  and  by 
general  governmental  revenues,  which  accoimt  for  one- 
third  of  the  cost. 

Unreduced  retirement  benefits  from  the  EPI 
program  are  paid  at  age  60.  After  retirement,  all  benefits 
are  indexed  to  the  consumer  price  index.  The  EPI  system 
is  financed  by  a  tax  on  covered  earnings  equal  to 
14.5  percent  in  1994.  The  tax.  which  is  paid  equally  by 
the  employer  and  the  employee,  is  scheduled  to  nse  to 
16.5  percent  in  1995.  Due  to  the  rapid  aging  of  the 


population,  the  tax  rate  necessary  to  provide  future 
benefits  using  the  existmg  benefit  formula  is  projected  to 
mcrease  to  19.5  percent  m  2000,  24.5  percent  m  2010. 
and  29.5  percent  m  2020.  However,  these  increases  will 
be  suffiaent  only  if  the  eligibility  age  for  unreduced  EPI 
benefits  is  raised  from  60  to  65.*  Table  2  provides  an 
overview  of  the  tax  rates  and  trust  fiinds  of  the  public 
system. 

Admmufrarioit  and  Investment  Regulation  of  the  .VP  and 
EPI  Trust  Funds— The  Ministry  of  Health  and 
Welfare  supervises  the  operation  of  the  NP  plan 
and  the  EPI  system.  Contributions  are  submined  by 
employers  and  self-employed  workers  to  the  Social 
Insurance  Agency.  Contnbutions  for  both  funds  are  then 
transferred  to  the  Trust  Fund  Bureau  of  the  Mimstr>'  of 
Finance.  The  Trust  Fund  Bureau  transfers  morues.  as 
needed,  back  to  the  Social  Insurance  Agency,  which  pays 
benefits  to  retirees. 

The  Pension  Welfare  Service  Public  Corporation 


*  TJt4  Japafum  govfnvfuiu  tutB  frfiud/iv  atumoutt  to  ra^at  tnt  tuMiotUt^  a£t 
fnm  60  to  oj.    Ht»ufv*r.  ^fuialion  t\a»  navtr  oajMO.    TTi*  eurrrnt  aroooMU  u 


r  to  bvfiA  at  a9«  oO    If  thg  tmtbi 
I  VIeifan.  I994i 
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Taoie  2 
Social  Security  Tax  Ralas  and  Trust  Funds 

Emo»ov««5  Pension  insurance         National  Pension 


Tan 
rate 


Trvist 

luoa 


Reserve       Taj 
ratio       amount 


Trust      Reserve 
■una  ratio 


132 .5 
(130  6) 

182.7 
(150.6) 

269.1 
(152.8) 

H3* 
(13*6) 


12.8 
(105) 


iPWSPOisasetiu- 

govemmentai  organization 

overseen  by  the  Mitustnr  of 

Health  and  Welfare.  10  It 

was  established  in  1961  for 

the  purpose  of  making 

loans  to  employers  for 

housing,  welfare,  and 

medical  faalities:  loans  to 

participants  for  housing: 

and  loans  to  retirees. 

Beginning  in  1986.  the  PWSPC  was  authorized  to 

manage  a  pomon  of  the  monies  m  the  EPI  and  National 

Pension  trust  funds  for  investment  purposes.^' 

Estimates  from  .March  1993  are  that  the 
joist  EPI  and  National  Pension  trust  funds  had 
assets  of  96  J  trillion  yen  i  table  3).  These  funds  are 
basically  comparable  with  the  US.  Soaal  Seciinty  trust 
fund:  however,  they  differ  m  the  manner  m  which  they 
are  invested.'^  Sixty -eignt  percent  of  EPI  and  National 


3a.o 

(148) 


Sourca:  Mtnimy  ol  Hea/W  »na  Weffaie  r=>em<ons  ai  a  Gltne* 
(ToKvo:  Soaal  Iruuranca  ^eaaaicn  instnuta.  ^  994). 
Note:  The  tax  rata  tor  tne  cmoiovees'  Persian  insurance  i>  7i« 
comoined  emonyer  ana  emolovee  tax  oaia  on  coverea  eammqa. 
Tha  tax  amount  lor  ma  National  Pension  is  reooneo  m  yen  o«r 
montn  in  1994  terms.  The  injst  tunoa  are  snown  in  trillion  ol  yen. 
The  values  m  Darentnesas  are  l^a  inflaoon-aaiusiaa  values  or  t^e 
injsi  tunas  snown  m  1 994  terms.  The  reserve  raoo  is  tne  vaiue  of 
tria  trust  tuno  oividea  Ov  9ia  oroiaaea  annual  Denem  oayments. 


Pension  funds  remains  in 
the  Trust  Fund  Bureau 
and  IS  used  for  investment 
in  infrastructure  projects. 
Another  15.6  percent  of 
these  monies  is  used  for 
loans  to  participants  in 
these  systems.  The 
remaimng  amount, 
approximately  20  tnllion 
yen.  is  invested  by  the 
PWSPC  in  the  financial  markets  in  bonds,  stocks.'ahd 
other  investments. 

Even  with  higher  tax  rates  and  an  in- 
creased eligibility  age  to  receive  benefits,  the 
absolute  size  of  the  EPI  trust  funds  in  1994  dollars 
will  begin  to  decline  in  less  than  10  years.  Real  fund 
assets  measured  in  1994  dollars  are  projected  to  peak  in 
2003.  EPI  trust  fund  assets  relative  to  annual  benefit 
payments  fail  during  the  next  25  years.  Fund  assets 


r/w  Ptnsion  Veifarr  Strvta  pubue  Coraontte^  fPVSPC^  l 
.WtAutn.  or'Htaith  ana  WriMn:  nawtvtr.  m  pmcna  tut 
K  PWSPC  must  a*  ntfMtaua  unih  ttu  MuuMVy  or 


I  M  Puoue  Wtif'or*  Sen>u9  Puoitc  C 
Insurantt  A4€ncy  '  19931 


tuidin 


I  C  S  Soetai  Stfcwnrv  iruit  litiuij  an  'Touirfa  by  *. 
r  L'.S.  go*Mr7VTunI  MCU/UUA. 


Tahle3 

Public  and  Privna  Panslon  Trust  Funds:  March  1993 

Total 

(Government                Saajmv 

[jsans  to 

Type  o(  Pension 

Asaaa 

3onaa                     Mareets 

Panicajartts 

(tnllion  yeni 

Public  Pensions  ana  Mutual  Aid  AsaoaaDona 

Emoioveea  Pension  insurancarNaoooai  Pension 

96.3 

55.1                          18.1 

15.0 

National  Government  MAA 

6.4 

2.1                              2.9 

1  4 

Local  Government  MAA 

24  0 

53                            12-3 

5.5 

Private  Scnooi  MAA 

2.0 

0.3                            1.4 

0.3 

AqncuiturerFisnm^Forestry 

1.6 

0.2                              12 

0.1 

Pnveta  Pensons 

Tax  Quaufiad  Pension  Pians 

16.1 

Emoiovees  Penson  Funoa 

3S.4 

Sourca    unouoiianeo  oata  orovioea  Dv  Ministry  at  Meaim  ana  yvertare  ana  ine  Pension  i=uno  Association 
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Chart  4 
The  Rapid  Growrth  o(  Japan***  Prtvat*  Pension  Fund*.  Salected  Year*  1975-1993 
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Sourc«:  UnouUisned  data  iTOm  The  Pension  Funo  AssooaDon  ( Jaoan). 
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Charts 
Relationship  Betuwean  Public  Penaions  and  Employe**'  Pension  Fund 
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lUSSI  366) 
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Husoanfl: 
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IUSSS291   1 

Nonwriemoars  ol  Empiovees'  Memoefs  of  Emoioyeas 

Pension  Funo  Pension  Funo 

Total:  197  400  yen  (USS1.S81)       Total.  288  860  yen  IUSS2.7S1I 


Notes        1)  Mooetoension  Benefits  ipecmontn)  lor  men  wnn  40  years  memoersnio  accoioinq  to  actuanal  revaiutx>n  m  1989 
2)  Dollar  amounts  nava  nave  oaen  calculated  at  m*  rats  of  SI  00  ^  1 0S  yen 

Source  Materials  preoared  By  The  Pension  Furw  Associaoon.  1993 
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decline  from  5.7  times  amiual  benetits  m  1995  to 
3.0  times  annual  benents  in  2020. 

The  PWSPC  cannot  use  discretionary  invest- 
ment advisors  or  firms  specializing  in  certain  types  of 
investmenu  to  manage  the  portion  of  its  assets  invested 
in  the  secunties  marltet  so  as  to  actueve  higher  rates  of 
return.  Instead,  it  is  limited  to  dividing  its  assets  among 
trust  banks  and  life  insurance  companies  and  must 
comply  with  the  prescribed  asset  allocation  rules.  (See 
p.  9  of  this  report  for  a  description  of  these  regulations.) 
These  restriCTions  limit  the  investment  options  available 
to  the  PWSPC  and  are  likely  lo  adversely  aJect  the 
return  that  it  can  expect  to  earn  on  its  assets. 

The  PWSPC  and  the  Ministry  of  Health  and 
Welfare  favor  eliminating  or  modifying  many  of 
the  investment  restrictions,  while  the  Ministry  of 
Finance  favors  retaining  these  requirements. 
Relaxing  the  mvestment  restr.ctions  v^ould  allow  the 
PWSPC  to  use  a  more  diverse  set  of  money  managers, 
produce  more  competition  among  the  mcreased  number 
of  managers  as  they  bid  for  mvestment  funds,  and  allow 
the  use  of  money  managers  who  specialize  m  pamcuiar 
investment  instruments. 

Mutual  Aid  Associations — Each  mutual  aid  asaociaaon  of 
the  social  security  system  is  organized  under  separate 
legislauon  (Daiwa.  1992 1.  Partmpants  m  the  mutual  aid 
assoaations  pay  contnbutions  into  trust  fiinds  that  are 
managed  independently  by  the  various  associations 
subject  to  Mimstry  of  Finance  regulations.  ConcnbuDoa 
rates  and  age  of  eligibility  for  retirement  benenta  vary. 
The  total  assets  m  the  four  mutual  aid  assoaa- 
tions IS  34  0  trillion  yen.  as  of  March  1993  (table  3).  The 
lareest  component  of  each  of  the  trust  funds  for  the 
mutual  aid  assoaations  is  invested  m  the  secunties 
markets.  Fifly-two  percent  of  total  momes  m  all  of  the 
mutual  aid  assooation  trust  accounts  is  invested  in  the 
securities  markets,  with  21.5  percent  being  used  for 
loans  to  partiapants  and  26.1  percent  m  government 
bonds. 


Private  Pensions 

The  Japanese  private  pension  system  has  two 
basic  types  of  plans:  Tax  Qualified  Pension  Plans 
and  the  Employees'  Pension  Funds.''' 

Tax  Qualified  Pension  Plans — Tax  Qualified  Pension 
Plans  were  estabhshed  in  1962  by  amenaments  to  the 
corporation  tax  law  and  the  income  tax  law.  Benefits  are 
determined  usmg  years  of  service  and  employing  either  a 
flat  benefit  or  an  eamings-reiated  benefit  formula. 
Contnbutions  are  determmed  using  reasonable  actuanal 
methoas  to  calculate  habilities.  Tax  Qualified  Pension 
Plans  must  be  aauanally  evaluated  at  least  every  live 
years.  The  number  of  Tax  Qualified  Pension  Plans 
has  grown  rapidly.  In  1992.  there  were  approxi- 
mately 92.000  plans  covering  10.4  million 
employees  iWatanabe,  1994).  Assets  in  these  plans 
totaled  16.1  trillion  yen  in  1993 1  Kawamura.  1994i 
(chart  41. 

EmpUnees'  Pension  Funds — The  Employees'  Pension 
Fund  system  was  estabhshed  with  the  amendment  of  the 
Employees  Pension  Insurance  Law  m  1%5.'*  The 
number  of  plans  mcreased  from  142  m  1966  to  1.789  in 
1993.  These  plans  covered  11.8  million  workers  m  1993, 
representing  36.7  percent  of  all  partiapants  in  the  EPI 
system  (Kawcimura.  19941.  Assets  in  Employees  Pension 
Funds  have  increased  from  1.4  tnllion  yen  in  1975  to 
35.4  tnlhon  yen  m  1993  i Kawamura.  19941  (chart  41. 

The  objective  of  the  Employees  Pension  Funds  is 
to  provide  retirement  benefits  equal  to  60  percent  of 
preretirement  annual  income  wnen  comomed  with 
benefits  paid  out  by  pubhc  pensions  iThe  Pension  Fund 
Assoaation.  1993ai.  The  total  reurement  benefit  m  1992 


'^  Fot  a  morr  drcoiMd  ducUMSum  ol  rfnota*er  otnMtons  in  Jaoan.  Mv  CLira 
119911.  Mumaami  '  I99lbt.  aiui  T^im  f^nsutn  fttna  ASMociauon  '1993a.  !993t)' 
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Chans 
Breakdown  ot  th«  Jap«nes«  Employees'  Pension  Funds  Management.  1993 
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Manaqed  by  Ufa 
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Total  Pension  Assets  1993  las  ot  End  ol  Marcn  19941 
Yen   35  «  Tnlllon 


Breakdown  ot  "New  Money*  Managers 


Source:  UnoutMisned  dala  from  The  Pension  Fund  Association  (Japan). 


Discretxmary  inwestmem  Aijvuors 
Other 


V\»n  9S«  6  Bilkon 
Yen  420  2  BiUxm 


Yen  1.376.6  BHInn 


for  a  hypothetical  employee  with  40  years  of  insured 
service  who  is  covered  by  an  Employees'  Pension  Fund  is 
shown  m  chart  5.  The  information  shows  that  together 
the  public  and  pnvate  pension  plans  m  Japan  provide 
substantial  retirement  benefits. 

It  is  the  employer's  responsibility  to  insure 
sufficient  funds  are  available  to  pay  the  promised 
benefiu.  Higher  rates  of  return  reduce  required  contribu- 
tions necessary  to  finance  a  given  level  of  benefits.  Thus. 
It  IS  in  the  plan  sponsor's  interest  to  invest  these  assets 
efficiently  in  order  to  yield  relatively  high  rates  of 
return. 

.Administration  and  Investment  Regulation  of  Private 
Pensions — Tax-<)ualified  Pension  Plans  are  re- 
quired by  the  Ministry  of  Finance  to  use  trust 
baniis  and  life  insurance  companies  to  manage 
their  assets.  Funds  must  be  managed  in  accordance 
with  the  balanced  ponfolio  regulations  of  the  Ministry  of 
Finance.  Existing  regulations  preclude  discretionary 
investment  advisors  from  managing  the  assets  in  tax- 
qualified  pension  plans  and  substantially  restrict  the 
investment  opportunities  of  these  plans. 

Employees  Pension  Funds  also  must  select 
money  managers  for  their  pension  assets  that  satisty 
Ministry  of  Finance  guidelines.  Traditionally,  these 
institutions  were  either  trust  banks  or  life  insurance 
companies  Since  April  1990.  Employees'  Pension 


Funds  have  been  permitted  to  hire  discretionary 
investment  advisors  if  they  obtain  a  license  from 
the  .Ministry  of  Health  and  Welfare.  They  must  also 
select  a  particular  investment  product  or  set  of 

investments  offered  by  the  investment  advisor  and 
receive  approval  of  the  .Ministry  of  Health  and  Welfare  to 
use  these  products.  As  of  October  1993.  664  of  the 
1,789  Employees'  Pension  Funds  had  received  the  first 
license.'*  Of  these.  246  had  also  been  approved  to  utilize 
investment  products  being  offered  by  the  discretionary 
investment  advisor  (Terada.  19941. 

Investment  of  assets  m  Employees'  Pension 
Funds  must  conform  to  strict  regulations  established  by 
the  .Ministries  of  Finance  and  Health  and  Welfare.  These 
investment  limits  relate  to  the  book  value  of  plan  assets 
and  include  the  following. 

•  The  investment  portfolio  of  the  fund  managed  by  each 
money  manager  must  have: 

•  .\t  least  50  percent  of  total  assets  in  pnncipal  guaran- 
teed assets. 

•  .\o  more  than  30  percent  of  total  assets  in  domestic 
equities. 

•  So  more  than  30  percent  of  total  assets  m  any  type  of 
foreign  asset. 
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Chan  7 
Historical  Changes  in  Assat  Allocation  of  Japanaaa  Employaa  Pension  Funds  by  Trust  Banks.  Salected  Years  197S-1993 
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Source:  UnouOiisneo  oata  Irom  The  Pension  Fund  Asaooaoon  (Jaoan). 


•  No  more  than  20  percent  of  total  assets  in  real  estate. 

•  All  individual  accounts  must  conionn  to  the  5:3:3:2 
reguiauon.  This  regulation  effectively  precludes  hinng 
a  discretionary  investment  advisor  who  specializes  m 
speculc  types  of  investments  and  inhibits  existing  and 
prospecuve  money  managers  from  developing  speaal- 
ized  management  capabilities. 

•  Since  1990.  funds  have  been  allowed  to  employ 
discretionary  mvestment  advisors  subject  to  the 
following  constraints: 

•  No  more  than  one-third  of  all  the  plan's  assets  can  be 
managed  by  these  investment  advisors. 

■   Japanese  discretionary  investment  advisors  must  also 
conform  to  the  5:3:3:2  rule:  however,  foreign  discre- 
tionary investment  advisors  are  allowed  to  place  up  to 
50  percent  of  assets  that  they  manage  into  equities 
and  may  have  up  to  TO  percent  m  foreign  assets 
provided  the  total  assets  of  the  pension  funa  meet  the 
5:3.3:2  rule. 

•  Only  new  money  from  contnbutions  since  1990  can  be 
managed  by  discretionary  investment  advisors. 

•  Only  Employees  Pension  Funos  that  have  been  in 
existence  for  eight  years  can  use  discreaooary  invest- 
ment advisors. 

Operating  under  these  restnctions.  the  mvest- 
ment monies  m  Employees  Pension  Funds  remain 
pnmanly  in  the  hands  of  trust  baniLs  and  life  insurance 
companies  i chart  6>.  Data  provided  by  The  Penaion 
Fund  Association  (Kawamura.  1994)  show  that,  in 
1993.  trust  banks  managed  58.9  percent  of  the  total 
assets  of  ail  Employees'  Pension  Funda;  life  insur- 


ance companies  managed  37.3  percent:  and  new 
money  managed  in  discretionary  accounts  was. 
only  3.9  percent.'*  The  Amencan  Chamoer  of  Com- 
merce in  Japan  1 1994)  estimates  that  two  restrictions  in 
particular,  that  no  more  than  one-third  of  all  assets  can 
be  managed  by  a  discretionary  investment  advisor  ana 
only  funds  that  are  at  least  eight  years  old  can  use  a 
discretionary  investment  advisor,  reduce  the  pool  of 
investment  funds  available  to  discreuonary  investment 
advisors  to  approximately  20  percent  of  the  total  assets 
in  Employees'  Pension  Funda. '^  Currently,  this  percent- 
age is  reduced  even  further  by  the  old  money-new  money 
distmction. 

The  balanced  fund  regulations  restrict  the 
portfolio  allocation  decisions  available  to  plan  sponsors. 
Since  these  regulations  apply  to  pension  plans  at  all 
different  stages  of  maturity,  the  ability  to  select  different 
investment  nsks  is  sigmncantly  reauced.  Data  indicate 
that,  on  average,  pnvate  pension  funds  managed  by 
trust  banics  had  about  26.7  percent  of  their  portfolios  in 
domestic  equities  m  1990  and  26.3  percent  m  1993 
(chart  7).  These  and  other  data  suggest  that  pension  plan 
managers  allocate  their  pora'olios  more  heavily  in  lixed 
mcome  than  required  by  the  regulations.  While  it  is 
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possible  that  some  managers  are.  at  any  particular  point 
in  time,  more  conservative  m  their  investment  orienta- 
tion than  the  restnctions  require,  there  also  are  other 
possible  explanations.  The  decision  to  invest  slightly 
below  the  30  percent  limit  also  may  be  influenced  by  the 
conservative  investment  mandates  embodied  in  the 
regulatory  scheme  and  by  other  regulations  at'  the 
Ministry  of  Finance  that  result  in  most  of  the  assets  of 
pension  tunds  being  managed  by  trust  banks  and  life 
insurance  companies.  If  permitted  by  government 
regulations,  increased  compeDtion  among  money  manag- 
ers would  stimulate  eflbrts  to  generate  higher  returns 
and  should  result  in  portfolio  selections  more  heavily 
weighted  toward  equities. 


Choice  of 
a  Fund 
Manager 


investment  managers  and  portfolio  allocaaons  have 
limited,  with  minor  excepuons.  the  choice  of  money 
managers  for  private  pensions  to  a  few  trust  banlc3  and 
life  insurance  companies.  These  iinanaal  institutions  are 
also  the  exclusive  agents  for  the  proportion  of  funds  in 
public  pensions  invested  in  the  financial  markets. 

Pension  management  m  Japan  is  concentrated 
in  a  very  few  firms.  The  vast  majority  of  all  private 
employer  pension  fund  assets  in  Japan  are  man- 
aged by  only  8  Japanese  trust  banks  and  21 
Japanese  life  insurance  companies.  Nine  foreign- 
owned  trust  banks  have  an  insignificajit  share  of 
the  investment  funds  i  The  Wyatt  Company.  19941.'* 
The  top  15  Japanese  pension  fund  managers  handle 
94  percent  of  ail  pension  assets.  In  contrast,  the 
13  largest  pension  fund  managers  m  the  United  States 


control  only  about  22  percent  of  pension  funds  iTamura. 
1992;  Securities  Industry  Assoaation.  1994 1. 

Japanese  pension  funds  generally  select 
money  managers  with  business  ties  to  the  sponsor- 
ing company.  The  small  number  of  life  insurance 
companies  and  trust  banks  that  manage  most  of  the 
assets  of  pension  funds  otien  are  pan  of  vanous  indus- 
tnal  groups  that  include  the  pension  plan  sponsor.  .\ 
report  by  the  Secunties  Industry  Assoaation  1 19941 
concludes  that  these  money  managers  maintain  relation- 
ships with  plan  sponsors  on  multiple  levels  and  that 
"pension  management  is  not  based  on  performance  or 
investment  skill,  but  on  collateral  institutional  relation- 
ships." 

Bianco  1 1991)  states  that  money  managers  are 
often  'selected  for  what  one  could  loosely  call  'political 
reasons'  and  not  because  of  their  proven  skills." 
Eisenstodt  1 1992)  reports  that  "to  manage  their  pension 
assets.  Japanese  companies  usually  choose  fund  manag- 
ers who  are  large  and  faithful  shareholders  of  the  firm  or 
good  customers.""  These  nomnvestment  reasons  for 
choosing  pension  fund  managers  make  competition  by 
discretionary  mvestment  advisors  and  foreign-owned 
trust  banks  who  are  not  related  to  a  firm's  traditional 
money  managers  more  difficult. 

Moreover,  because  the  Balanced  fund  regulations 
apply  to  each  manager  as  well  as  to  the  pension  plan, 
they  effecnvely  preclude  pension  plans  from  assigning  a 
portion  of  plan  assets  to  a  manager  that  will  follow  a 
speaalized  investment  program.  This  in  turn,  inhibits 
competition  for  specialized  exoertise. 

Once  a  manager  is  selected.  :here  is  relatively 
Urtle  switching  of  assets  away  from  the  cnosen  money 
manager.  This  reflects  the  business  relationships 
described  above  along  with  regulatory  constraints  and 
accounting  standards.  Regulations  governing  the  process 
of  transferring  funds  from  one  money  manager  to 
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another  inhibit  changing  managers.  The  lack  of  readily 
available  pen'ormance  records  of  money  managers  also 
serves  to  limit  the  frequency  of  actually  moving  assets 
across  managers. 

Assets  generally  are  valued  at  book  instead 
of  market  value,  but  when  a  pension  fund  changes 
managers  capital  gains  and  losses  are  realized.-"  If 
assets  nave  declined  m  value,  then  cnanging  money 
managers  results  in  the  realization  of  these  losses 
(Securities  Industry  AssoaaOon.  1994).  The  effect  is  to 
require  a  plan  that  holds  secunnes  which  have  declined 
in  value  to  "book'  losses  that  it  would  not  have  to 
recogmze  if  it  retained  its  current  manager.  The  use  of 
book  values  as  the  normal  accounting  method  tends  to 
conceal  actual  investment  performance  and  makes  it 
more  difficult  for  discretionary  mvestment  advisors  to 
compete  for  business  based  on  superior  investment 
pen'ormance  i  Amencan  Chamber  of  Commerce  in  Japan. 
1994:  r/ie  £conomisr.  1991bi.-' 

Account  Management 


company  cashes  out  the  portion  of  its  holding  belonging 
to  the  pension.  The  casn  value  is  then  returned  to  the 
pension  fund,  which  will  realize  any  gains  or  losses  in  its 
portfolio. 

Life  insurance  companies  guarantee  a  minimum 
return  on  assets  invested  with  them.—  In  the  past,  the 
guaranteed  return  has  been  5.5  percent;  however.  :ms 
was  lowered  to  4.5  percent  m  Apnl  1994.  Since  assets 
are  valued  at  boon,  reported  rates  of  return  to  life 
insurance  companies  can  be  altered  by  selling  assets  that 
have  gained  or  lost  value.-^  In  general,  ail  Japanese 
insurance  compames  have  paid  the  same  dividend ' 
I  Murakami.  1991bl.'* 

While  trust  banits  may  establish  individual 
pension  accounts,  these  individual  accounts  are  often 
invested  in  jointly  managed  funds.*'  Thus,  in  practice, 
the  pension  fund  has  a  proportion  of  the  trust  bank's 
total  investment  fund,  which  is  similar  to  the  fiinds 
found  m  life  insurance  compames.  In  1993.  43.0  percent 
of  the  assets  m  trust  banxs  was  mvested  in  domestic 
bonds  and  12.2  percent  in  loans  (chart  7). 


Life  insurance  companies  typically  do  not  manage 
pension  funds  m  separate  accounts.  Instead,  funds  are 
commingled  with  other  accounts  and  mvested  according 
to  balanced  fiind  restnctioa*  imposed  by  the  Mimstry  of 
Finance.  Each  pension  account  owns  a  pomon  of  the 
total  portfolio  1  Murakami.  1991b).  When  a  pension  plan 
seeks  to  change  money  managers,  the  Life  insurance 
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than  those  held  by  U.S.  pension  funds.  Frank  Russell 
Japan  estimates  that,  among  Russell  clients  m  the 
Umted  States.  58.9  percent  of  assets  are  held  in  equities. 
28. 9  percent  m  tixed  assets.  7.1  percent  in  real  estate. 
1.3  percent  in  cash,  and  3.8  percent  m  other  assets.  In 
sharp  contrast.  Russell  estimates  that  the  assets  of 
all  Employees'  Pension  Funds,  those  held  by 
insurance  companies,  trust  banks,  and  discretion- 
ary advisors,  are  allocated  15.0  percent  to  equities. 
74  percent  to  fixed  income  investments,  7  percent 
in  cash,  and  4  percent  in  other  assets-^  '  Repeta. 
19941.  Data  show  that  in  1993  Employee  Pension  Funds 
managed  by  trust  banlis  had  26.3  percent  of  assets  in 
equity,  55.2  percent  in  fixed  income.  16  percent  in 
foreign  secunnes.  and  2.5  percent  in  other  assets.  These 
asset  allocations  reflect  the  regulations  of  the  Ministry  of 
Finance  and  the  consequent  conservative  investment 
choices  of  Japanese  plan  admimstrators. 

Japanese  asset  allocauons  also  differ  substan- 
tially from  those  of  U.K.  and  Canadian  pension  plans. 
Pension  plans  m  the  United  Kingdom  are  estimated  to 
hold  62  percent  of  assets  in  equity,  29  percent  in  ibted 
income.  7  percent  in  real  estate,  and  4  percent  in  cash 
and  other  assets.-^  Canadian  plans  are  estimated  to  hold 
53  percent  of  assets  in  equity,  38  percent  in  fixed  income, 
3  percent  in  real  estate,  and  6  percent  in  cash  and  other 
assets.-* 

The  much  larger  holdings  of  fixed  assets  can  be 
expected  to  yield  lower  rates  of  return  among  Japanese 
pension  funds.  .A.  report  by  Frank  Russell  Japan  Co..  Ltd. 
'  1993)  provides  a  comprehensive  analysis  of  returns  to 
stocks  and  bonds  in  Japan  and  illustrates  the  effect  of 
alternative  asset  allocation  choices.  The  nominal  annual 


rates  of  return  to  Japanese  stocks  between  1953  and 
1992  was  18.6  percent,  while  the  return  to  Japanese 
bonds  from  1966  to  1992  was  only  8.2  percent.  In  com- 
parison, the  return  to  cash  holdings  between  1930  and 
1992  was  6.2  percent.  Ten-year  moving  averages  of  these 
returns  were  17.9  percent.  8.4  percent,  and  6.5  percent 
respectively.-'  Since  1966.  annual  returns  for  stocks 
exceeded  those  for  bonds  74  percent  of  the  time.  For 
rolling  10-year  penods  during  this  period,  stock  returns 
exceeded  bond  returns  100  percent  of  the  time.^'' 

The  implications  of  these  data  are  clear.  Govern- 
ment regulations  that  restrict  mvestment  choices  CC 
pension  fund  managers  fay  requiring  a  high  percentage  of 
the  portfolio  to  be  held  in  bonds  and  other  nxed  assets 
and  which  prevent  plans  from  hinng  speaalized  man- 
gers will  tend  to  lower  the  rate  of  return  to  the  pension 
fund. 

Investment  theory  predicts  that,  if  binding, 
these  types  of  regulations  on  asset  allocation,  lack  of 
mark-to-market  accounting  and  performance  data,  and 
restrictions  on  selecnon  of  fiind  managers  will  tend  to 
yield  lower  returns  to  Japanese  pension  funds.  Invest- 
ment practices  in  the  Umted  States  and  other  developed 
countnes  permit  much  greater  flexibility  and  comoeti- 
tion  in  the  investment  of  pnvate  pension  funds.  .As  a 
result,  the  rates  of  return  to  pension  fimds  in  these 
countnes  would  be  expened  to  be  higher  than  those  in 
Japan. 

To  illustrate  possible  impacts  of  portfolio  alloca- 
tions in  Japan,  rates  of  return  to  pension  funds  in  the 
Umted  States  and  Japan  are  examined  i  chart  1 1.  Infor- 
mation concerning  rates  of  return  for  Employees 
Pension  Funds  in  Japan  were  provided  by  The  Pension 
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Fvind  Associauon  iKawamura.  1994).  Data  for  the 
United  States  are  for  smgie-employer  denned  benent 
plans  and  are  based  on  the  Employee  Benent  Research 
Insatute  Quarterly  Pension  Investment  Report.  They 
indicate  that  rates  of  return  to  denned  benent  pensions 
in  the  United  States  have  been  considerably  higher  than 
those  to  the  Employees'  Pension  Funds  in  Japan.^'  The 
gap  in  rates  of  return  between  pension  fiinds  in  the 
United  States  and  those  in  Japan  redects.  at  least 
partially,  the  impact  of  finanaai  market  regulanons 
along  with  asset  allocation  decisions  m  Japan. 

The  Wyatt  Company  1 1994)  reports  rates  of 
return  to  pension  funds  for  a  senes  of  countries  for 
1991-1993.  During  this  period,  pension  funds  m  the 
United  States  are  reported  to  have  achieved  average 
annual  returns  of  14.8  percent,  compared  with 
1.8  percent  for  pension  ninos  in  Japan."'^  .■\verage 
returns  for  other  countries  reported  by  Wyatt  were 
21.9  percent  for  the  Umted  Kingdom.  16.3  percent  for 
Australia.  15.5  percent  for  Canada.  14.0  percent  for 
Spain,^  and  11.7  percent  for  Swiuerlano.''* 

The  importance  of  rates  of  return  on  mvested 
assets  to  pension  concnbuaons  is  shown  by  Ezra  ^  1989). 
He  shows  that,  with  an  annual  rate  of  return  of 
8  percent,  over  oO  percent  of  eacn  benent  dollar  is 
attributable  to  investment  returns,  while  only  20  percent 
of  benent  payments  are  from  direct  contnbuuons. 
Higher  rates  of  return  furtner  lower  the  percentage  from 
contributions,  while  lower  returns  result  m  a  higner 
proportion  of  eacn  benent  dollar  coming  from  contnbu- 
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uom.  Terada  1 1994)  states  that  it  is  generally  betieved 
that  a  one  percent  increase  in  the  rate  of  return  to 
pension  funds  lowers  required  contnbutions  by 
20  percent. 

Because  the  regulauons  currently  in  effect 
generally  are  believed  to  adversely  affect  pension  invest- 
ments, sponsors  of  pension  funds  in  Jaoan  support 
deregulauon  of  investment  decisions  i  Terada.  1994).  The 
Ministry  of  Health  and  Welfare,  which  oversees  the 
Employees'  Pension  Fund  system,  also  supports  changes 
in  many  of  the  investment  regulauons  that  limit  the 
efficient  management  of  pension  funds  i  The  Economist. 
19891. 

The  Japanese 
government 
has  imposea  a 
series  of 
regulations 
that  limit  tne 
types  of 

investment  firms  that  can  manage  pension  funds, 
restnct  mvestment  options  available  to  pension  fund 
managers,  and  impede  competiaon  in  pension  manage- 
ment services.  Examinauon  of  pension  data  reveal  three 
important  observanons:  a  large  majority  of  pension 
funds  are  managed  by  a  reianvely  small  number  of 
Japanese  trust  banks  and  life  insurance  companies, 
wtuch  generally  are  not  selected  oasea  on  pen'ormance: 
pension  funds  m  Japan  are  more  neaviiy  weignted 
toward  bonds  and  loans  than  U.S.  pension  funas:  and 
rates  of  recum  to  Japanese  pension  fiinds  have  oeen 
much  lower  than  those  m  the  United  States  and  other 
developed  countnes. 

Available  data  do  not  permit  formal  statis- 
tical teau  of  the  impact  of  the  governmental 
regulations  oo  the  portfolio  decisioas  of  plan 
sponsors  or  ultimately  on  the  rate  of  return  to 
asaets  in  Japanese  pension  funds.  However,  invest- 
ment theory  and  available  data  support  the 
conclusion  that  the  government  restrictions  on 
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pension  fund  investments  and  the  allocation 
decisions  of  plan  managers  woriung  within  these 
regulations  systematically  reduce  rates  of  rettim 
to  pension  assets  in  Japan.  Reguianons  and  customs 
that  reduce  competition  among  fund  managers,  prevent 
the  hiring  of  specialized  mangers,  and  require  more 
conservative  asset  allocations  tend  to  cause  lower 
returns  to  pension  investments.  Accounting  standards 
that  employ  book  rather  than  market  values,  the  choice 
of  money  managers  for  nomnvestment  reasons,  and  the 
lack  of  informaaon  concerning  the  investment  peribr- 
mance  of  various  money  managers  also  tend  to  affect  the 
returns  to  pension  funds  in  Japan. 

There  is  limited  movement  toward  removing 
some  of  the  restrictions  on  investment  of  pension  assets. 
In  June  1993.  the  Ministry  of  Finance  aimounced  its 
intention  to  eliminate  the  old  moneymew  money  distmc- 
tion  on  the  use  of  discretionary  mvestment  advisors  by 
Employees'  Pension  Funds.  Initially,  the  bill  was  to  be 
considered  by  the  Diet  earlier  in  1994  and.  if  passed,  the 
rule  would  have  been  eliminated  effective  in  October 
1994.  There  has  been  no  action  to  date  on  this  legisla- 
tion: however,  current  expectations  are  that  the  bill  will 
be  considered  this  fall  and  have  an  implementaaon  date 
of  early  1995. 

If  the  old  money  new  money  distinction  is 
eliminated,  it  is  antiapated  that  discretionary  invest- 


ment advisors  will  be  able  to  operate  under  the  more 
lement  asset  allocation  rule  currently  applied  only  tor 
new  money,  i.e..  up  to  50  percent  of  assets  can  be  in 
equities  and  TO  percent  can  be  in  foreign  assets,  provided 
that  the  entire  pension  ftind  still  meets  the  5:3:3:2 
investment  rule. 

There  is  no  pending  proposal  to  eliminate  che 
eight-year  rule  for  Employees'  Pension  Funds  to  use 
discretionary  investment  advisors;  no  proposed  changes 
in  the  asset  allocation  rule:  and  no  proposal  to  allow  Ta.x 
Qualified  Pensions  and  the  PWSPC  to  employ  discretion- 
ary investment  advisors.  With  respect  to  public  pension 
plans,  while  the  Nlimstry  of  Health  and  Welfare  would 
Like  to  increase  the  amount  of  public  pension  plan  assets 
that  can  be  invested  by  PWSPC  and  to  permit  PWSPC  to 
hire  discretionary  investment  advisors  to  manage  those 
assets,  the  Ministry  of  Finance  is  expected  to  oppose 
such  changes. 

The  immediate  prospect  for  fundamental 
changes  of  poliaes  governing  the  mvestment  of  Japanese 
pension  funds  is  quite  limited.  Only  a  few  proposals  are 
now  being  considered.  Without  such  changes,  pension 
funds  will  contmue  to  operate  under  severe  restnctions 
that  limit  their  opportunities  for  higher  returns.  Ulti- 
mately, this  will  require  higher  employer  or  employee 
contributions,  or  both,  to  support  fiiture  retirement 
benefits. 
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10.200  funds  with  net  assets  of  about  1.200  bio  EU. 


Special  Note 
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thank  the  following  persons  for  providing  important  information  concerning  public  and 
private  pension  policies  and  pracnces  in  Japan:  Junichi  Sakamoto  and  Hiroshi 
Yamabana  of  the  Pension  Bureau.  .Ministry  of  Health  and  Welfare;  Hideo  Ibe.  presi- 
dent. Research  Insntute  for  Policies  on  Agmg;  Donald  Mulvihill.  chief  operating  otiicer. 
Goldman  Sachs  Asset  Management  Japan  Limited:  Lawrence  Repeta.  president.  Frank 
Russell  Japan  Co.  Ltd.:  Naohiro  Ogawa.  deputy  director.  Nihon  University  Population 
Research  Insntute:  Kiyoshi  Murakami,  advisor,  Nippon  Oantai  Life  Insurance  Com- 
pany; Osamu  Kido.  executive  managing  director.  Pension  Fund  .\ssoaauon;  Tadasni 
Nakada.  director.  Actuarial  Division.  Pension  Fund  Association:  Tsuneo  Inoue.  general 
manager  of  Investment  Research  Department.  Pension  Fund  Association:  and  Hiroumi 
Kawamura.  general  manager.  Pension  Investment  Department.  Pension  Fund  Assoaa- 
tion.  The  conclusions  expressed  in  the  paper  concemin;  the  current  status  of  pension 
funds  m  Japan  and  the  effect  of  government  regulauons  on  the  mvestment  pen'ormance 
of  pension  tunds  are  solely  the  authors  unless  specifically  attributed  to  individuals. 
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PREPARED  STATEMENT  OF  STEVE  JUDGE 

Senior  Vice  PRESiDE>rr,  Government  Affairs, 
Securities  Inductry  Association,  Washington,  DC 

June  8,  1995 

I.  Introduction 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  Steve  Judge,  senior  vice 
president,  government  affairs,  for  the  Securities  Industry  Association.^  I  appreciate 
the  opportunity  to  present  SIA's  views  on  the  status  of  the  World  Trade  Organiza- 
tion financial  services  negotiations.  The  Administration  and  Congress,  and  this 
Committee  in  particular,  have  been  vigilant  and  ardent  supporters  of  creating  new 
business  opportunities  for  the  financial  services  sector  in  foreign  markets.  I  would 
like  to  take  this  opportunity  to  express  my  appreciation  to  the  Members  of  this 
Committee  and  to  the  Administration,  particularly  the  Department  of  the  Treasury 
and  USTR,  for  the  support  of  initiatives  to  open  financial  markets  in  foreign  coun- 
tries. By  doing  so,  U.S.  companies  and  investors  have  benefited  through  lower-cost 
capital  and  higher  returns,  while  the  U.S.  economy  has  reaped  gains  through  great- 
er employment  and  economic  growth. 

Mr.  Chairman,  this  hearing  comes  at  a  critical  juncture;  June  30,  1995  is  the  con- 
cluding date  for  the  extended  financial  services  negotiations  taking  place  under  the 
new  World  Trade  Organization  (WTO).  To  date,  many  of  our  key  trading  partners 
have  not  yet  made  offers  which  meet  the  U.S.  objectives  of  market  access  and  na- 
tional treatment.  Instead,  offers  from  many  of  these  countries  will  maintain  a  wide 
array  of  market  access  barriers  to  U.S.  securities  firms,  in  many  cases  denying  them 
national  treatment  while  offering  at  best  only  cosmetic  improvements.  If  we  accept- 
ed such  offers  in  an  agreement  we  would  lock  U.S.  markets  open  to  foreign  competi- 
tors, lock  foreign  markets  closed  to  U.S.  firms,  and  undermine  our  leverage  in  any 
future  negotiations.  Furthermore,  it  would  also  set  a  bad  precedent  for  future  trade 
discussions. 

It  is  deeply  disappointing  that  after  nearly  a  decade  of  negotiations,  we  have 
made  such  little  progress  in  obtaining  liberalizing  offers.  The  goal  of  the  U.S.  finan- 
cial services  sector — to  attain  substantial  liberalization  across  a  wide  range  of  devel- 
oped and  developing  countries — is  not  nearly  in  sight.  The  maintenance  of  discrimi- 
natory barriers  not  only  hampers  the  ability  of  the  U.S.  securities  industry  to  com- 
pete and  thrive  in  the  global  marketplace  for  financial  services,  but  reduces  the  po- 
tential for  global  economic  growth.  Indeed,  many  of  these  countries,  with  lesser-de- 
veloped financial  market  infrastructures,  would  benefit  significantly  from  the  exper- 
tise of  U.S.  financial  services  firms. 

n.  U.S.  Securities  Industry — A  Global  View 

Since  the  end  of  the  Cold  War,  many  countries  have  moved  toward  political  and 
economic  systems  that  encourage  free  debate  and  open,  market-oriented  policies.  As 
this  trend  continues,  both  developed  and  developing  markets  are  seeking  ways  to 
enhance  their  international  competitiveness.  For  many  countries  this  has  meant  ob- 
taining foreign  capital — the  life  blood  of  economic  growth  and  job  creation.  These 
countries  increasingly  require  domestic  and  international  capital  markets  to  pri- 
vatize government-owned  companies,  attract  funds  for  infrastructure,  and  allocate 
capital  efficiently  within  their  markets.  In  response  to  this  global  outlook,  U.S.  secu- 
rities firms  have  developed  the  expertise  to  offer  their  services,  including  research, 
underwriting,  and  distribution,  on  a  global  basis.  The  continued  health  and  vigor 
of  the  securities  industry  in  the  United  States  will  undoubtedly  depend  on  open  ac- 
cess to  foreign  markets. 

By  its  very  nature,  the  securities  industry  relies  heavily  on  its  ability  to  develop 
relationships  to  do  business.  To  compete  effectively  and  to  best  serve  our  clients, 
many  of  whom  operate  and  invest  in  foreign  markets,  we  must  be  able  to  establish 
offices  and  expand  into  foreign  markets.  In  many  countries,  discriminatory  barriers 
make  it  exceedingly  difficult  to  enter  markets  or  prevent  us  from  establishing  a 
presence  altogether.  Indeed,  even  when  firms  are  allowed  to  establish  a  commercial 
presence,  they  frequently  experience  discrimination  and  unfair  treatment.  The  fol- 
lowing is  a  brief  illustrative  description  of  some  of  the  major  barriers: 


^The  Securities  Industry  Association  is  the  securities  industry's  trade  association  representing 
the  business  interests  of  about  700  securities  firms  in  North  America,  which  collectively  account 
for  about  90  percent  of  securities  firm  revenue  in  the  United  States.  SIA  members  are  active 
in  all  phases  of  corporate  and  public  finance,  serving  individual  and  institutional  investors,  cor- 
porations, and  government  entities. 
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Local  Licensing  and  Other  Market  Access  Issues 

•  The  ability  to  establish  operations  and  develop  relationships  is  a  critical  ingre- 
dient in  providing  services.  U.S.  firms  are  at  a  competitive  disadvantage  in  mis 
area  and  receive  differing,  often  discriminatory,  treatment  in  developing  na- 
tions, such  as  Brazil,  Chile,  Malaysia,  and  the  Philippines.  This  treatment 
ranges  from  limitation  to  a  minority  stake  in  a  joint  venture,  to  unofficial  quo- 
tas on  the  number  of  foreign  entities  eligible  to  enter  the  securities  business. 
Even  where  market  access  is  provided,  an  economic  needs  test,  where  the  gov- 
ernment maintains  discretion  to  deny  new  applications  if  there  is  no  "economic 
need"  for  such  a  presence,  may  undercut  the  integrity  of  this  commitment. 

Foreign  Exchange 

•  Securities  firms  engage  in  foreign  exchange  transactions  in  the  normal  course 
of  everyday  business.  This  is  critical  to  hedge  a  firm's  exposure  to  currency  risk 
as  well  as  to  provide  services  to  clients.  However,  many  key  markets,  such  as 
in  Korea,  have  greatly  restricted  the  ability  of  U.S.  securities  firms  to  make  use 
of  currency  transactions. 

Investment  Limitations 

•  In  markets  such  as  India  and  Korea,  U.S.  firms  and  their  clients  often  face  gov- 
ernment imposed  restrictions  in  the  amount  of  stock  of  local  companies  made 
available  for  purchase  by  foreign  investors.  This  leads  to  cases  where  U.S.  in- 
vestors either  pay  premium  prices  because  of  high  demand  for  a  limited  supply 
of  shares  or  lose  out  on  potential  growth  areas  in  the  market. 

New  Products 

•  Generally,  all  new  products  must  be  authorized  by  a  governmental  entity,  and 
the  approval  process  can  often  be  lengthy  and  difficult.  Examples  include  the 
Philippines  and  Thailand.  F'rcquently,  by  the  time  the  product  is  approved  it 
is  rendered  useless  because  of  its  market  sensitive  nature.  This  neutralizes  one 
of  the  key  components  of  the  international  competitiveness  of  U.S.  firms — inno- 
vation. 

Regulation  /Administrative  Guidance 

•  The  promulgation  of  new  rules  often  takes  place  in  an  arbitrary  and  opaque 
manner.  Foreign  firms  are  either  denied  the  opportunity,  or  are  given  insuffi- 
cient time,  to  comment  on  new  regulations.  Many  matters  and  practices  are  not 
dealt  with  pursuant  to  existing  written  regulations  ("Administrative  Guidance"). 
In  some  cases,  foreigners  are  limited  in  their  direct  access  to  authorities,  plac- 
ing them  at  a  distinct  competitive  disadvantage. 

In  contrast,  the  U.S.  marketplace  in  financial  services  is  characterized  by  an  open 
and  fair  regulatory  system  that  encourages  new  products  and  services  and  the  es- 
tablishment of  new  providers.  Foreign  financial  services  intermediaries,  whose  home 
markets  are  often  tilted  in  their  favor,  face  no  corresponding  disadvantages  when 
investing  in  the  U.S.  capital  markets.  They  have  tremendous  opportunities  to  ex- 
pand and  flourish  in  the  United  States'  open  regulatory  environment.  Thus,  our  for- 
eign competitors  have  exploited  a  structural  advantage:  protection  at  home,  unfet- 
tered opportunity  in  the  United  States.  It  is  something  Hkc  a  Hipping  game:  heads 
they  win,  tails  we  lose. 

HI.  WTO  Extended  Financial  Services  Negotiations 

Recognizing  this,  the  U.S.  securities  industry,  along  with  the  rest  of  the  U.S.  fi- 
nancial services  industry,  concluded  that  including  financial  services  in  the  Uruguay 
Round  of  the  GATS  negotiations  offered  the  best  chance  to  develop  a  set  of  prin- 
ciples and  commitments  that  would  allow  financial  services  firms  in  all  markets  to 
compete  on  an  equal  basis.  However,  these  talks  did  not  result  in  liberalization  by 
the  conclusion  of  the  Uruguay  Hound  in  December  1993,  and  negotiators  agreed  to 
extend  the  discussions  over  an  18-month  period.  These  extended  talks  are  scheduled 
to  end  this  June,  at  which  point  the  United  States  must  decide  whether  to  grant 
Most  Favored  Nation  (MFN)  treatment  in  financial  services  to  all  of  its  trading  part- 
ners. 

The  primary  goal  of  the  U.S.  financial  services  industry  in  the  extended  negotia- 
tions is  simple:  to  secure  substantial  liberalization  across  a  wide  range  of  commer- 
cially important  developed  and  developing  countries.  We  note  that  these  are  the 
same  negotiating  objectives  that  the  Administration  set  forth  in  Section  135  of  the 
GATT  implementing  legislation.  (Appendix  A  details  the  Administration  objectives 
for  the  extended  Round.)  Absent  adequate  liberalizing  commitments,  however,  SIA 
strongly  believes  that  the  United  States  should  remain  steadfast  and  take  a  Most 
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Favored  Nation  exemption.  Such  an  exemption  would  allow  the  U.S.  Government 
to  deny  the  benefits  or  our  open  markets  to  financial  services  firms  from  those  coun- 
tries that  do  not  provide  a  reasonable  level  of  access  to  U.S.  firms.  This  position 
also  would  preserve  U.S.  leverage  in  future  multilateral  and  bilateral  trade  negotia- 
tions on  services. 

The  securities  industry  is  seriously  concerned  over  the  current  status  of  these  ex- 
tended financial  service  negotiations  under  the  WTO.  Despite  the  best  efforts  of  U.S. 
negotiators,  there  has  been  no  indication  that  most  of  our  trading  partners  will 
make  acceptable  offers  during  the  extended  Round.  Some  ofiers  fail  to  guarantee  the 
level  of  access  that  U.S.  companies  already  enjoy  in  their  markets  through  existing 
U.S.  investments.  If  the  U.S.  Government  accepts  such  offers,  it  will  put  existing 
U.S.  investments  in  jeopardy.  Developing  countries  could  choose  to  force  the  divesti- 
ture of  existing  U.S.  investments  and  impose  new  restrictions  on  U.S.  market  access 
under  the  legal  and  political  safe  haven  tne  WTO  would  provide. 

Other  offers  amount  to  nothing  more  than  a  standstill — a  commitment  not  to 
make  existing  restrictions  worse,  or  possibly  the  elimination  or  reduction  of  one  or 
two  of  a  multitude  of  discriminatory  measures.  Accepting  these  types  of  offers  would 
reward  countries  with  discriminatory  policies  against  U.S.  firms. 

Moreover,  countries  such  as  Japan  and  Korea  have  not  yet  bound  commitments 
they  have  made  in  other  negotiations  to  liberalize  their  markets.  If  they  do  not  do 
so,  the  United  States  will  not  be  able  to  enforce  these  commitments  under  the 
WTO's  dispute  settlement  procedures. 

We  strongly  believe  that  the  current  ofiers  do  not  constitute  substantial  liberaliza- 
tion in  a  significant  number  of  commercially  important  developed  and  developing 
countries,  and  clearly  fall  short  of  Section  135's  conditions  for  granting  MFN  status. 
Concluding  an  agreement  with  the  current  level  of  commitments  from  our  trading 
partners  would  lock  U.S.  markets  open  to  foreign  competitors,  lock  foreign  markets 
closed  to  U.S.  firms,  and  undermine  our  leverage  in  any  future  negotiations.  Fur- 
thermore, it  would  also  set  a  bad  precedent  as  the  United  States  seeks  to  eliminate 
other  investment  and  trade  barriers  in  future  trade  discussions. 

Claims  that  these  problems  can  be  fixed  in  future  WTO  negotiations  are  mis- 
guided and  must  be  rejected.  The  United  States  will  have  forfeited  its  most  impor- 
tant leverage  for  any  future  negotiations — access  to  U.S.  markets — by  having  guar- 
anteed foreign  access  to  the  U.S.  market.  Attaining  national  treatment  and  full  mar- 
ket access  tnrough  WTO  multilateral  dispute  settlement  procedures  would  almost 
certainly  be  of  little  or  no  relief.  Non-tariff  barriers — such  as  non-transparent  regu- 
lations— which  effectively  prevent  U.S.  firms  from  receiving  national  treatment, 
would  be  difficult  to  raise  under  the  dispute  settlement  process,  and  nearly  impos- 
sible to  prove  if  given  the  opportunity.  This  is  hardly  an  advantageous  or  equitable 
situation  in  which  to  place  many  of  our  internationally  competitive  companies  and 
their  employees. 

Two  recent  documents  reporting  on  the  status  of  the  extended  talks,  the  U.S.  Ad- 
ministration's Report  on  Status  of  Financial  Services  Negotiations  Under  the  General 
Agreement  on  Trade  in  Services  and  the  WTO  Committee  on  Trade  in  Financial 
Services'  Status  of  Negotiations  on  Financial  Services,  underscore  the  lack  of 
progress  in  fulfilling  U.S.  objectives.  After  9V2  years  of  negotiations,  this  state  of  af- 
fairs clearly  calls  into  question  the  willingness  of  our  key  trading  partners  to  bring 
about  a  MFN-based  agreement. 

The  United  States  has  done  its  fair  share  to  push  the  negotiations  toward  a  suc- 
cessful conclusion.  As  part  of  its  negotiating  strategy,  the  United  States  has  offered 
national  treatment  and  full  market  access,  guaranteeing  foreign  firms  existing  ac- 
cess and  operations  and  the  ability  to  take  advantage  of  new  opportunities  as  they 
arise  from  changes  in  U.S.  law.  Moreover,  the  United  States,  realizing  the  nascent 
nature  of  many  developing  countries,  has  agreed  to  work  on  reasonable  and  limited 
transition  measures,  whicn  ultimately  will  lead  to  national  treatment  and  market 
access  for  U.S.  firms. 

In  this  regard,  it  is  particularly  disappointing  that  nearly  all  of  the  developing 
markets  that  have  the  greatest  growth  opportunities  for  U.S.  companies  have  appar- 
ently refused  to  make  improved  offers  that  would  result  in  national  treatment  and 
market  access. 

We  applaud  Chairman  D'Amato  and  the  Committee  for  your  interest  in  the  WTO 
extended  financial  services  negotiations.  In  today's  global  economy,  our  industry 
must  have  the  ability  to  establish  offices  and  expand  in  markets  in  which  its  cHents 
seek  new  opportunities.  The  total  output  of  the  world's  economies  is  a  staggering 
$29  trillion;  the  U.S.  share  of  this  total  stands  at  approximately  20  percent.  Simi- 
larly, of  the  nearly  5.6  billion  individuals  who  inhabit  these  countries,  a  mere  4.6 
percent  are  in  the  United  States.  If  the  U.S.  securities  industry  is  to  thrive,  grow, 
and  maintain  its  preeminent  role  in  the  world's  capital  markets,  foreign  markets 
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must  dismantle  the  barriers  that  impede  our  abiUty  to  gain  access  to  new  markets 
and  compete  effectively  in  the  international  financial  marketplace. 

Mr.  Chairman,  SIA  looks  forward  to  working  with  Congress  and  the  Administra- 
tion to  bring  the  extended  financial  services  negotiations  to  a  successful  conclusion. 
The  U.S.  securities  industry  has  always  played  an  integral  role  in  the  U.S.  economic 
success  story.  Access  to  international  markets  provides  expanded  opportunities  for 
U.S.  economic  growth  and  job  creation.  Open,  lair,  and  free  markets  give  the  U.S. 
securities  industry  the  opportunity  to  continue  to  raise  the  capital  and  provide  the 
services  on  which  the  U.S.  economy  depends. 

APPENDIX  A 

SEC.  135.  OBJECTIVES  FOR  EXTENDED  NEGOTIATIONS 

(a)  TRADE  IN  FINANCIAL  SERVICES.  The  principal  negotiating  objective  of 
the  United  States  in  the  extended  negotiations  on  financial  services  to  oe  conducted 
under  the  auspices  of  the  WTO  is  to  seek  secure  commitments,  from  a  wide  range 
of  commercially  important  developed  and  developing  countries,  to  reduce  or  elimi- 
nate barriers  to  the  supply  of  financial  services,  including  barriers  that  deny  na- 
tional treatment  or  market  access  by  restricting  the  establishment  or  operation  of 
iinancial  services  providers,  as  the  condition  for  the  United  States — 

(1)  offering  commitments  to  provide  national  treatment  and  market  access  in 
each  of  the  financial  service  subsectors,  and 

(2)  making  such  commitments  on  a  Most  Favored  Nation  basis. 
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